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F. R. — Federal Register. 
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memorandum) . 
I. R. B. — Internal Revenue Bulletin. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income tax ruling. 
M, N, X, Y, Z, etc. — The names of corporations, places or businesses, 

according to context. 
M. T. — Miscellaneous tax ruling. 
Mim. — Published mimeograph. 
O. D. — Once Decision. 
P. L. — Public Law. 
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Rev. Proc. — Revenue Procedure. 
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R. S. — Revised Statute. 
S. M. — Solicitor's Memorandum. 
Sol. Op. — Solicitor's Opinion. 
S. P. R. — Statement of Procedural Rules. 
S. R. — Solicitor's Recommendation. 
S. S. T. — Social Security Tax. 
S. T. — Sales tax ruling. 
Stat. — Statutes at Large. 
T. C. — The Tax Court of the United States. 
T. D. — Treasury Decision. 
T. I. R. — Technical Information Release. 
U. S. C. — United States Code. 
z and y used to represent certain numbers and when used with the 

word "dollars" represents sums of money. 
(xzl 





FOM WORD 

The Cumulative Bulletin is prepared in five parts, as follows 
I. 

II. 

III. 

IV. 

V. 

Part I includes rulings and decisions which are based on the 
application of provisions of the Internal Revenue Code of 1954 
and, unless otherwise stated in the ruling or decision, are pub- 
lished without consideration as to any application of the pro- 
visions of the Internal Revenue Code of 1939 or other related 
public laws. 
Part II includes rulings and decisions which are based on the 
application of the Internal Revenue Code of 1939 and other 
public laws except those pertaining to the various alcohol 
taxes; and, unless otherwise noted therein, they are published 
without consideration as to any application of the provisions 
of the Internal Revenue Code of 1954. Part II is subdivided 
into three subparts according to matters issued under the 
Internal Revenue Code of 1939 (Subpart A), the Federal Fire- 
arms Act (Subpart B), and rulings and decisions under other 
public laws (Subpart C). 
Part III contains rulings and decisions pertaining to the various 
alcohol taxes. This part is subdivided into two subparts 
according to matters issued under the Internal Revenue Code 
of 1954 (Subpart A), and the Federal Alcohol Administration 
Act (Subpart B). 
Part IV contains Tax Conventions. (Public Laws pertaining to 
internal revenue matters enacted by the Second Session of the 
87th Congress on or after May 24, 1962, together with their 
related Committee Reports and a digest of all tax legislation 
enacted during the Second Session, which normally would have 
been included in this Part of this Cumulative Bulletin, have 
been consolidated and are published in Internal Revenue 
Cumulative Bulletin 1962 — 3. ) 
Part V is devoted to administrative, procedural, and miscella- 
neous matters. The weekly Internal Revenue Bulletins con- 
tained Part VI consisting of items of general interest; those 
items are not reproduced herein. 

(uzi) 





INTRODUCTION 

The Internal Revenue Bulletin is the authoritative instrument of 
the Commissioner of Internal Revenue for the announcement of offi- 
cial rulings and procedures of the Internal Revenue Service, and for 
the publication of Treasury Decisions, Executive Orders, tax conven- 
tions, legislation, and court decisions pertaining to internal revenue 
matters. Other items considered to be of general interest are also 
published in the Bulletin, such as announcements relating to proposed 
regulations published with notice of proposed rulemaking, announce- 
ments relating to decisions of the Tax Court of the United States, 
announcements of the disbarment and suspension of attorneys and 
agents from practice before the Internal Revenue Service, supplements 
to the Cumulative List of Organizations contributions to which are 
deductible under section 170 of the Internal Revenue Code of 1954, 
Delegation Orders, etc. 

It is the policy of the Service to publish in the Bulletin all sub- 
stantive and procedural rulings of importance or of general interest, 
the publication of which is considered necessary to promote a uniform 
application of the laws administered by the Service. It is also the 
policy to publish all rulings and statements of procedures which 
supersede, revoke, modify, or amend any published ruling or pro- 
cedure. Except where otherwise indicated, published rulings and 
procedures apply retroactively. Rulings and statements of proce- 
dures relating solely to matters of internal management are not 
published. However, statements of internal practices and procedures 
affecting rights or duties of taxpayers, or industry regulation, which 
appear in internal management documents, are published. Revenue 
Rulings and Revenue Procedures are based upon rulings and internal 
management documents prepared in the various divisions of the Na- 
tional 0%ce, including the Office of the Chief Counsel for the Internal 
Revenue Service. In the preparation of these, caution is exercised 
to conceal the identity of the taxpayer, as well as any confidential 
personal and business information. 

Revenue Rulings and Revenue Procedures reported in the Bulletin 
do not have the force and effect of Treasury Department Regulations 
(including Treasury Decisions), but are published to provide prece- 
dents to be used in the disposition of other cases, and may be cited 
and relied upon for that purpose. No unpublished ruling or decision 
will be cited or relied upon bv any officer or employee of the Internal 
Revenue Service as a precedent in the disposition of other cases. 

Since each published ruling represents the conclusion of the Service 
as to the application of the law to the entire state of facts involved, 
Service personnel and others concerned are cautioned against reaching 
the same conclusions in other cases unless the facts and circumstances 
are substantially the same. In applying rulings and procedures pub- 
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lished in the Bulletin, personnel of the Service and others concerned 
must consider the eGect of subsequent legislation, regulations, court 
decisions, rulings and procedures. 

Each published ruling is designated as a "Revenue Ruling, " and 
each published procedure is designated as a "Revenue Procedure. " 
These should be cited by reference to the year of issuance and the 
Bulletin and page where reported. Thus, Revenue Ruling No. 97 
for 1962 should be cited as "Rev. Rul. 62 — 97, C. B. 1962 — 2, 210. " 
Similarly, Revenue Procedure No. 17 for 1962 should be cited as 
". Rev. Proc. 62 — 17, C. B. 1962 — 2, 407. " Revenue Rulings are keyed to 
the applicable sections of the Internal Revenue Code and regulations. 

Internal Revenue Cumulative Bulletin 1962 — 2 contains all rulings, 
decisions, and procedures pertaining to Internal Revenue matters 
published in the weekly Internal Revenue Bulletins 1962 — 27 to 1962— 
53, inclusive, for the period July 1 to December 31, 1962. It includes 
an index to all matters published during the year in the weekly In- 
ternal Revenue Bulletins and consolidated in the Cumulative Bul- 
letins. It also contains a cumulative list of announcements relating 
to decisions of The Tax Court of the United States published in the 
Internal Revenue Bulletins in 1962. 

Public Laws pertaining to Internal Revenue matters enacted by 
the Second Session of the 87th Congress on or after May 24, 1962, 
together with their related Committee Reports and a digest of all 
tax legislation enacted during the Second Session, have been con- 
solidated and are published in Internal Revenue Cumulative Bulletin 
1962 — 3. 

The contents of this publication are not copyrighted 
and may be reprinted freely. A citation of the Cumulative 
Bulletin as the source would be appropriate. 



THE TAX COURT OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING 
TO DECISIONS OF THE TAX COURT OF THE UNITED 
STATES PUBLISHED IN THE INTERNAL REVENUE 
BULLETIN PROM JANUARY 1, 1962, TO DECEMBER 31, 
1962, INCLUSIVE 

It is the policy of the Internal Revenue Service to announce in the 
Internal Revenue Bulletin at the earliest practicable date the de- 
termination of the Commissioner to acquiesce or not acquiesce in a 
decision of The Tax Court of the United States which disallows a 
deficiency in tax determined by the Commissioner to be due. Notice 
that the Commissioner has acquiesced or nonacquiesced in a decision 
of The Tax Court relates only to the issue or issues decided adversely 
to the Government. Actions of the acquiescences in adverse de- 
cisions should be relied on by Revenue officers and others concerned 
as conclusions of the Service only to the application of the law to the 
facts in the particular case. Caution should be exercised in ex- 
tending the application of the decision to a simihtr case unless the 
facts and circumstances are substa, ntially the same, and consideration 
should be given to the effect of new legislation, regulations, and rulings 
as well as subsequent court decisions and actions thereon. Acquies- 
cence in a decision means acceptance by the Service of the conclusion 
reached, and does not necessarily mean acceptance and approval of 
any or all of the reasons assigned by the Court for its conclusions. 
No announcements are made in the Bulletin with respect to memoran- 
dum opinions of The Tax Court, 

The announcements published in the weekly Internal Revenue 
Bulletins are consolidated semiannually and annually. The semi- 
annual consolidation appears in the first Bulletin for July and in the 
Cumulative Bulletin for the first half of the year and the annual 
consolidation appears in the first Bulletin for the following January 
and in the Cumulative Bulletin for the last half of the year. 

The Commissioner ACQUIESCES in the following decisions: 

Taxpayer Docket No. 
Report 

Volume rage 

Alabama-Georgia Syrup Co. , et al 

American Biscuit Co. 4 

Atchison, Topeka 4 Santa Fe Railway Co. , The 

Atlas Oil and ReGning Corp 

See footnotes st end of table. 
674924' — 66 2 

82358 
83967 

o 74625 
73138 
?8879 
78880 

) aa 
32 

i aa 

747 
39 

584 
675 



Acqvlzsc ENczs — Gontinued 

Taxpayer Docket No. 
Report 

Volume Page 

Basila, Basil F. , et ux 
Beeghly, L. A. , et ux' 
Blechman, F. O. , et ux 
Brenhouse, S. E. Maitland 
Brooks, Meric P. , et ux 
Brout, Albert T 
Butler, George A. , et ux 

Cain, Ruby Louise, transferee of the estate of Martha 
King Disborough ' 

Capital Candy and Cracker Co. 4 

Carlucci, Cosimo A 

Carpenter, Janes A. , et al 

Castendyck, J. Ross, et ux 
Challenge Manufacturing Co 
Chatom Co. , Ltd ' 
Clark, R. Vernon, estate of, St. Louis Union Trust 

Co. and Wilbur B. Jones, co-executors, transferee 
Creech, S. W. , et ux 

61738 
78168 
54480 
74134 
83488 
54479 
69489 

84944 
74626 
85024 
79509 
79510 
88098 
83092 
76666 

63859 
81817 

36 
36 
36 
87 
36 
36 
36 

37 
82 
87 
36 
37 
37 
86 

36 
36 

111 
154 
292 
826 

1128 
292 

1097 

185 
89 

695 
797 
650 
650 
540 

395 
708 

Disborongh, Martha King, estate of, 
Cain, transferee ' 

Drucker, A. L. et ux 
Dyer, J. Raymond, et ux 

Electric Tachometer Corp. , The 
Elsia Company 
Emerson, Sam W. , Co. , The 
England, J. H 
Everybody's Macaroni Co. ' 

Ruby Louise 
84944 
54478 
82560 

84605 
88889 
86754 
69416 
74627 

37 
36 
86 

37 
38 
37 
87 
32 

185 
292 
456 

158 
880 

1068 
1150 

39 
Falk, Emanuel E. , et al 
Fisher, Carl G. , estate of F. R. Humpage and C. W. 

Chase, Jr. , executors 
Fleet Carrier Corp 

Gale, Margaret R. , estate of, Henry M. Charming, 
executor ' 

Gillette Co. , The 
Glasgow Village Development Corp 
Gramm Christian K. estate of ' ' 
Gramm, Theodore L. , et al, executors of estate of 

Christian K. Gramm t ' 
Hannegan, Irma, transferee 
Hannegan, Robert E. , Trust, Irma Hannegan and 

Mercantile Trust Co. , trustees transferee 
Hayward, Charles A. , et ux 
Hayward, Max E. , et ux 
H endri ok, H obart J. , et ux 
Hirshberg, Charlotte R. , administratrix of estate of 

Michael G. Rudnick ' 
Holtz, Leon, estate of ' 
Hopkinson, Bessie B. ' 
Household Products Inc. ' 
Humpage, F. R. f 

Interior Securities Corp 
See footnotes at end of table. 

54777 

26856 
80911 

71642 
84782 
80624 
27511 

27511 

63354 
73960 
74008 
81690 

83247 
88457 
97014 

a 44809 
26855 

88886 

17 
37 

35 
37 
36 
17 

17 

36 

36 
37 
87 
35 

36 
38 
42 
24 
17 

292 

1625 
527 

215 
496 
691 

1068 

1068 

895 

395 
78 
78 

1223 

1021 
37 

580 
594 

1625 

330 



AcQUIEscENcEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Jacwill, Inc 888S7 38 330 

Keller Street Development Co 
Kimble Gl ss Co a 

LaRue, Herbert M. , et ux 
Lichterman, Martin J. , et ux 
Limpert, Dorothy H 
I. ounsbury, Alton F. , et ux 

71010 
59484 

79209 
75671 
86361 
82244 

37 
35 

37 
37 
37 
37 

559 
1238 

39 
586 
447 
163 

McKinley, Corporation of Ohio s 

Moberg, Theodore E. , et al ' 
Moberg, Vern H. , et al ' 
Mundy, James C. , III, et ux 
Mundy, YVilliam D. , estate of, 

executrix and individually. 
Joan B. At undy, 

78001 
47880 
47925 
81316 

36 
35 
35 
36 

1182 
773 
773 
703 

81315 86 703 

Nealy, Richard E. , et al 

Newman dt Company, Inc 

Old Town Corp 
Owens-Illinois Glass Co 

79500 
79510 
74288 

81740 
64203 

36 
36 

37 
35 

797 
250 

845 
1238 

Pacific Coast Biscuit Co. ' 
Paolozzi, Alice Spaulding ' ' 
Pepper, Morton, et ux 
Peters, Ralph H. , et ux 
Petersen, Edwin At. , executor of Flora Xt. Petersen, 

and Edwin M. Petersen, individually 
Petersen, Flora M. , estate of 
Pittsburgh Milk Co. s 

Pittsburgh Milk Co. , Dissolves s 

Provident Tradesmens Bank and Trust Co. , executor 
of estate of Leon Holtz 

71588 
46543 
70630 
78672 
73S70 
73871 
75864 
40271 
48226 

32 
23 
36 
37 
35 
35 
26 
26 

88457 38 

39 
182 
886 
799 
062 
062 
707 
707 

37 

Rio Grande Building and Loan Association 
Roberts 4 Porter, Inc 
Roe, George L 
Roe, George L. , et ux 
Roe, Howard T. , estate of 
Roe, Howard T. , estate of, and Eleanor Roe 
Rudnick, Michael G. , estate of ' 

Sabelis, Theodore, et us 
Saigh, Elizabeth Lewis, transferee 
Saigh, Fred M. , Jr. , transferee 
Salomon, Jean, transferee 
Salomon, Sidney, Jr. , transferee 
Siegel, R. Lawrence 

Tacoma, Biscuit and Candy Co. ' 

Vander, Yfeete, Frederick ' ' 
Vander Weele, Sarah Gilkey s ' 
Vaughan, F. C. , et al 

Vaughan, Floyd C 
Sec footnotes at eud of table. 

72236 
83515 
77318 
77317 
77315 
77316 
83247 

82674 
63355 
63356 
63358 
63357 
(0015 

~ 74628 

53223 
53222 
57161 
69043 
57162 

36 
87 
36 
36 
36 
36 
36 

37 
36 
36 
36 
36 
36 

27 
27 

657 
23 

939 
939 
939 
939 

1021 

1058 
395 
395 
395 
395 
886 

340 
340 
350 
350 



AcQUIEscENGEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Vaughan, Floyd C. , et ux 

Vaughan, P. W 

Vietzke, Paul C. F. , et ux 
Vinocur, David A. , transferee of Pittsburgh Milk Co. ' 
Vinocur, David A. , transferee of Pittsburgh Milk Co„ 

Dissolved ' 
Vinocur, David A. , et al. , trustees for the benefit of 

Judy Tucker and Shirley Tucker, transferees of 
Pittsburgh Milk Co. , Dissolved ' 

Vinocur, Louis M. , transferee of Pittsburgh Milk Co. ' 
Vinocur, Louis M. , transferee of Pittsburgh Milk Co. , 

Di ssol ved e 

Vinocur, Morris, transferee of Pittsburgh Milk Co. e 

Vinocur, Morris, transferee of Pittsburgh Milk Co. , 
Dissolved ' 

W. Ex W. Pickle and Canning Co 
Watson, A. L. , estate of, Oscar G. Schaefer, adminis- 

trator, transferee 
Wellworth Realty Corp 
Whitfield, L. B. , et ux 

Wilson, Clarence T. , et ux 

57163 
69944 
57164 
69942 
87819 
40273 

48223 

48228 
40275 

48224 
40274 

48225 

82359 

63352 
88888 
82360 
83966 
80793 

37 
26 

26 

26 
26 

26 
26 

26 

36 

36 
38 

36 

350 

350 
504 
707 

707 

707 
707 

707 
707 

707 

747 

395 
330 
747 
691 

The Commissioner does NOT A. CQUIESCE in the following deci- 
sions: 

Taxpayer Docket No. 
Report 

Volume Page 

Commercial Shearing 4 Stampling 0 C 

Gillespie Trust, F. A. " 
Herr Arlean I ' 
Herr, Robert F ' 

Kelley, James B. , et ah'4 

See footnotes at end of table. 

Beeghly Fund, Leon A 
Borner A. Carl estate of ' " 
Borner, Bertha J, , executrix of estate of A. 

Borner t 'e 

Brockway Don Murillo estate of ' " 
Carnell, Edward, estate of ' " 
Cavanagh, John E. , et ux 

Carl 

55061 

39669 

24446 

39556 
83525 
76778 
84338 
85427 

31437 

78089 
78090 

64133 
64134 

25 

25 
36 

) 
3n 

21 

35 
35 

490 

584 

488 

654 
300 

433 

739 

732 
732 

135 



NONACQUIESCKNCFS — COIltinued 

Taxpayer Docket No. 
Report 

Volume Page 

Lake Forest, Inc 
Lehman, Robert " 
Minzer, Sol, et ux 
Moberg, Theodore E. , et ux 9 

Moberg, Vern H. , et ux ' 
Provident Trust Co. of Philadelphia, et al. , executors 

of estate of Edward Carnajl »z 

Safra, Meyer J. , et ux 14 

Shea, J. J. , et ux 

Sullivan, Dorothy (formerly Dorothy Douglas)» 

77061 
81891 
28236 

63080 
47880 
47925 

39556 

29823 
79886 
39979 
39977 

j zo 

17 

31 
35 
35 

30 
36 

j zz 

510 
652 

1130 
773 
773 

1026 
577 
306 

Union National Bank of Youngstown, Ohio, trustee 
for the Leon A. Beeghly Fund 

Vease, Elizabeth W. , estate of ' 
Vease, James L. , executor of estate of Elizabeth W. 

Vease 1 

55061 

) 
65408 

35 490 

35 1184 

Wier Long Leaf Lunber Co. " 
Wilson, L. D. , et ux ts 

Winter, William L. , et ux 

6223 
53094 
76016 

9 
26 
36 

990 
474 

14 

o United States Board of Tax Appeals. 
& Estate tax decision. 
s Gift tax decision. 
s Acquiescence in result only. Acquiescence "in result only" means acceptance of the decision of the 

Court but disagreement with some or sll of the reasons assigned for the decision. 
~ Acquiescence relates only to the issue concerning the accrual date of interest on refund of overpayment 

of income taxes, See Rev, Rul. 62-160, page 139. 
& Nonacquiescence published in C. B. 1957-2, 8, is withdrawn and the acquiescence published in C. B. 

1952-1, 2, is reinstated. See Rev. Rul. 62-13, C. B. 1962-1, 180. 
s Nonscquiescence published in C. B. 1941-1, 16, and C. B. 1944, 40, is withdrawn and acquiescence is 

substituted therefor. 
z Nonacquiescence published in C. B. 1952-2, 4, is withdrawn and acquiescence is substituted therefor. 
s Nonacquicscence published in C. B. 1959-1, 6, and 1959-2, 8, is withdrawn aud acquiscence substituted 

therefor. 
s Acquiescence published in C. B. 1962-1, 4, is withdrawn and nonacquiescenee substituted therefor in 

the issue whether one contract constituted a sale of territorial rights resulting in capital gains. Acquies- 
ence in the last two issues remains unchanged. 

0 Acquiescence published in C. B. 1957 — 2, 4, is withdrawn aud nonacquicseence is substituted therefor. 
» Acquiescence published in C. B. 1955-2, 4, is withdrawn and nonacquiescence is substituted thcrcfor. 
» Acquiescence published in C. B. 1956-1, 3, and C. B. 1956-2, 5, is withdrawn and non-acquiescence is 

substituted therefor. 
» Acquiescence published in C. B. 1954-2, 4, is withdrawn and nonacquicscence is substituted therefor. 

See Rev. Rul. 62 — 107, page 63. 
a See Rev. Rul. 62-12, C. B. 1962-1, 321. 
n On the issue whether a partnership, in which petitioner had an interest, realized ordinary income on 

January 1, 1944, when restrictions terminated on stock options theretofore received by the partnership for 
services rendered, the acquiescence published in C. B. 1952-1, 3, is withdrawn and nonacquiescence is sub- 
stituted therefor, eifective as of dates indicated in section 1. 421-6(a) of tbe Income Tsx Regulations (See 
TIR 248, Aug. 1960). Acquiescence in the issue whether sn annual payment of 35, 000 to the mother of 
petitioner's divorced wife is deductible under section 23(u) of the 1939 Code, published in C. B. 1959-1, 
4, and C. B, 1959-2, 5, remains unchanged. 

a Nonscquiescence relates to the issue whether prior conviction of criminal tax fraud constitutes col- 
ateral estoppel with respect to additions to tax for civil fraud. Acquiescence in result only published in 
C. B. 1959-1, 5, and 1959-2, 6, is withdrawn as to this issue. 

» Acquiescence published in C. B, 1957-2, 7, is withdrawn and nonacquiescence substituted therefm. 
in the issue whether the petitioner is liable for an addition to tsx for fraud where a joint return was filed 
for 1947 with her then husband, signed in blank by her, snd where the former husband stipulated that the 
penalty was due. Acquiescence in the remaining issues, published in C. B. 1957-2, 7, remains unchanged. 

a Acquiescence pub)ished in C. B. 1948 — 1, 3, is withdrawn and nonacquiescence is substituted therefor. 
See Rev. Rul. 62-92, C. B. 1962-1, 29. 

is Nonscquiescence relates to the issue whether petitioners' share of the profits realized by a partnership, 
of which they were members, from a transaction involving the cutting of certain timber by the Petitioners' 
corporation, is properly taxable as long-term capital gain. 





PART I 
RULINGS AND DECISIONS UNDER THE INTERNAL 

REVENUE CODE OF 1954 

Rulings and decisions published in Part I of the Internal Revenue 
Bulletin are based on the application of provisions of the Internal 
Revenue Code of 1054 and, unless otherwise stated in the rulings or 
decisions, are published without consideration as to any application 
of the provisions of the Internal Revenue Code of 1080 or related 
public laws. 

SUBTITLE A. — INCOME TAXES 

CHAPTER 1. — NORMAL TAXES AND SURTAXES 

SUBCHAPTER A. — DETERMINATION OF TAX LIABILITY 
PART IL — TAX ON CORPORATIONS 

SECTION 11. — TAX IMPOSED 

26 CFR 1. 11: Statutory provisions; tax 
on corporations. 

Extension of existing 60 percent normal-tax rate to July 1, 106'3. 
See T. D. 6610, page 154. 

PART IV. — CREDITS AGAINST TAX 

Subpart R. — Rules for Computing Credit for Investment in Certain nepreciabie Property 

SECTION 46. — AMOUNT OF CREDIT 

Temporary regulations relating to the computation of the limita- 
tion on the investment tax credit in the case of members of an RSliated 
group. See T. D. 6610, page 907. 

SKCTIOX 48. — DEFINITIONS; SPECIAL RULES 

Temporary regulations relating to the time and manner of filing an 
election to treat the lessee of new section 98 property as the purchaser 
foI purposes of the investment tax credit. See T. D. 6619, page 807. 

(~) 
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SUBCHAPTER B. — COMPUTATION OF TAXABLE INCOME 

PART I. — DEFINITION OE GROSS INCOME, ADJUSTED GROSS INCOME, aND TAXARKE 
INCOME 

SECTION 61. — GROSS INCOME DEFINED 

Rev. Rul. 69-118 96 CFR 1. 61 — 1: Gross income. 
(Also Sections 151, 170; 1. 151 — 2, 1. 170 — 1. ) 

Treatment, for Federal income tax purposes, of (I) payments 
made to a missionary from a church fund as reimbursement for 
travel and living expenses incurred in the service of his church, (2) 
contributions to the church fund by the parent of the missionary, 
and (3) direct payments by the parent for the support of the 
missionary. 

Advice has been requested as to the treatment, for Federal income 
tax purposes, of (1) payments made to a missionary from a church 
fund as reimbursement for travel and living expenses incurred away 
from home in the service of the church, (2) contributions to the fund 
by the parent of the missionary, and (8) direct payments by the 
parent for the support of the missionary, 

In the instant case, the work of the local congregation in the field 
of missions is carried on by missionaries who are specially called from 
the congregation to devote their full time to missionary service for 
a period of speci6ed duration and who are ordained for this purpose. 
The congregation has a number of missionaries presently serving 
missions in various parts of the world on a voluntary, noncompensated 
basis. Some of these missionaries are supported in whole or in part 
by their parents, some pay their expenses from their personal savings, 
and. some have their traveling and living expenses entirely or partially 
reimbursed or paid from a church fund ma. intained for that purpose. 

The local congregation, through the contributions of its members, 
maintains the fund and Inembers are encouraged to make personal 
contributions to the fund. All contributions to the fund are expended 
in pursuance of the purposes of the fund and no part thereof is ear- 
marked for any individual. 

From this fund, missionaries are reimbursed for certain quali6ed 
living and traveling expenses incurred in the service of the church 
where such expenses are not covered by amounts received by the 
missionaries directly from their parents, from relatives or friends, 
or from their own savings. In order to justify reimbursement for his' 
expenses, each missionary is required to submit a monthly report list- 
ing his receipts and expenses and in no case is the fund to supply 
amounts greater than the reports can validate. 

The taxpayer's son is one of the missionaries from the local con- 
gregation. The son is not married and has no income or means of 
support except for (1) amounts provided by the taxpayer and (2) the reimbursements of living and traveling expenses made to him 
by the church from the fund. More than one-hal«f the son's total 
support for the calendar year was provided by payments made by the taxpayer directly to him. Although the taxpayer made con 
tributions to the church fund after the son became a missionary h e 
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had done so over a period of years before his son's departure for the 
mission and he contemplates continuing to do so. 

Question 1. Are amounts paid by the fund to reimburse the mis- 
sionary for expenses incurred away from home in the service of the 
church required to be included in the gross income of the missionary ~ 

Ansioer. Section 61 of the Internal Revenue Code of 1954 and sec- 
tion 1. 61-1 of the Income Tax Regulations provide, generally, that 
gross income includes all income from whatever source derived unless 
excluded by law. 

In the instant case, the missionary is motivated by religious con- 
viction and a desire to donate services to his church. He is engaged 
in rendering gratuitous services to his church. Under these circum- 
stances, reimbursement by the church to the missionary, or the direct 
payment by the church, of any of the expenses involved does not con- 
stitute income to the missionary but represents the repayment by the 
church of advances made by the missionary on behalf of, and at the 
request of, the church. Accordingly, such amounts are not includible 
in the missionary's gross income for Federal income tax purposes. 
See Revenue Ruling 57 — 60, C. B. 1957 — 1, 25, as inodified by Revenue 
Ruling 60 — 280, C. B. 1960 — 2, 12. 

Question 8. Are nionies contributed by the taxpayer to the fund 
established by tlie local congregation deductible as charitable 
contributions '? 

Answer. Section 170 of the Code provides for the deduction, in 
computing taxable income, of charitable contributions, the payment of 
which is made within the taxable year to certain organizations de- 
scribed therein. Section 262 of the Cocle provides, generally, that no 
deduction shall be allowed for personal, living, or family expenses. 

If contributions to the fund are earmarked by the donor for a 
particular individual, they are treated, in efFect, as being gifts to the 
designated individual and are not dediictible. However, a deduction 
will be allo~able where it is established that a gift is intended by a 
donor for the use of the organization and not as a gift to an individual. 

The test in each case is whether the organization has full control of 
the donated funds, and discretion as to their use, so as to insure tliat, 
they will be used to carry out its functions and purposes. 

In tlie instant, case, the son's receipt of reimbursements from the 
fund is alone insulBcient to require a holding that this test is not met. 
Accordingly, unless the taxpayer's contributions to the fund are 
distinctly ma~rked by him so that they may be used only for his son 
or are received by the fund pursuant to a commitment or understand- 
ing that they will be so used, they may be deducted by the taxpayer 
in computing his taxable income in the manner and to the extent 
provided by section 170 of the Code. 

Question 8. May the taxpayer claim a personal exemption cleduction 
for his missionary son ? 

Answer. Section 151(e) of the Cocle provides, in general, with cer- 
tain exceptions relating to children who have not attained the age of 
19 and are students, tliat a taxpayer may claim an exemption of $600 
for each dependent (as defined in section 152 of the Code) whose gross 
income for the calendar year in which the taxable year of the taxpayer 
begins is less than $600; but, the exemption shall not be allo~ed for 
any dependent who has made a joint return with his spouse for the 
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taxable year beginning in the calendar year in which the taxable year 
of the taxpayer begins. The term "dependent" as defined in section 
152 of the Code includes a son of a taxpayer who, for the calendar year 
in which the taxable year of the taxpayer begins, received over half 
of his support from the taxpayer. 

Since the reimburseinents from the fund are not includible in the 
missionary's gross income, his gross income for the calendar year is 
less than $600. Accordingly since the amounts furnished by the tax- 
payer directly to his son and used for his support constitute more than 
one-half of his total support for the calendar year, the taxpayer is 
entitled to a dependency exemption for his son. 

(Also Section 451; 1. 451 — 1. ) Rev. Rul. 62-136 

A taxpayer transfers property to an organization, such as a corpo- 
ration, trust, fund, or foundation (other than a commercial insurance 
companv), which, from time to time, issues annuity contracts, in 
exchange for a contract providing for a fixed annuity, paying guaran- 
teed annual payments to the transferor for his lifetime. The present 
value of the annuity contract, as computed in accordance with the 
factors used by commercial insurance companies regularly issuing 
annuities, is greater than the transferor's basis for the property trans- 
ferred. Held, such a transaction is a taxable exchange resulting in 
gain to the transferor which is taxable in the year of the exchange 
to the extent that such present value of the payments to be made under 
the annuity contract exceeds the transferor's basis in the property 
exchanged. See G. C. M. 1022, C. B. VI — 1, 12 (1927). 

If the property transferred is a capital asset in the hands of the 
transferor, the gain will constitute a capital gain in accordance with 
the provisions of section 1222 of the Internal Revenue Code of 1954. 

With respect to the valuation of an annuity contract issued by a 
corporation, trust, fund, or foundation (other than a commercial 
insurance company), but based on factors used by commercial insur- 
ance companies issuing annuities, see Revenue Ruling 62 — 137, page 28, 
of this Bulletin. 

Rev. Rul. 62 — 122 26 CFR 1. 61 — 2: Compensation for services, 
including fees, commissions and similar 
items. 

(Also Sections 117, 162, 262, 3402; 1. 117 — 4, 
1. 162 — 5, 1. 262 — 1) 81. 8402(a) — 1. ) 

The statutory pay of a cadet of the United States Coast Guard 
Academy, under section 508 of the Career Compensation Act of 1940, 
is includible in his gross income under section 61 of the Internal 
Revenue Code of 1054 in the year that it is received by the Superin- 
tendent of the Academy, or a subordinate, as the attorney or agent 
of the cadet. 

Expenditures made on behalf of a cadet by the Superintendent, or 
a subordinate, for textbooks and supplies and for uniforms are not 
deductible by the cadet as ordinary and necessary business expenses 
under section 162(a) of the Code. However, a cadet may deduct 
expenditures made on his behalf for insignia, shoulder boards and 
similar items in computing his taxable income, provided he does not 
claim the standard deduction or use the optional tax table. 



Advice has been requested as to the treatment, for Federal income 
tax purposes, of statutory pay received by cadets of the United States 
Coast Guard Academy under section 508 of the Career Compensation 
Act of 1949, 87 U. S. C. 808, as amended, and as to the treatment of 
certain expenditures made by, or on behalf of, such cadets from their 
statutory pay. 

Section 508 of the Career Compensation Act of 1949 provides, in 
part, that cadets of the Coast Guard Academy shall be entitled to 
receive pay at the rate of 50 per cent of the basic pay established for 
a commissioned oflicer in pay grade 0 — 1 with less than two cumulative 
years' service. 

Upon entering the Coast Guard Academy, each cadet is required, 
under established procedures, to appoint the Superintendent of the 
Academy as his attorney and agent with full power to receive, account 
for and expend net pay and allowances, accruing to him while a cadet, 
to meet his proper obligations, and to consent to have subordinates 
of the Superintendent perform these functions. 

A. cadet's statutory pay is credited each month to his deposit account. 
In addition to specified personal cash allowances, the Superintendent, 
or a subordinate, directs or authorizes expenditures from this account 
for a cadet's textbooks, equipment and supplies, uniforms, clothing, 
laundry, tailor and cobbler services, and for special cadet activities 
and other personal expenses or obligations of a cadet. The balance 
remaining in his account is paid to the cadet upon his graduation from 
the Academy or upon separation from the service. 

Article 2 — 5 — 04 of the United States Coast Guard Academy Regula- 
tions (1958) states, in part, that the pay of a cadet is not, in the nature 
of a salary for services performed and that its primary purpose is to 
enable him to pay for food, clothing, books and other approved items 
and to provide an allowance for personal expenses. 

The specific issues in this case are whether a cadet is liable for the 
payment of Federal income tax with respect to his statutory pay and, 
if so, the extent to which the expenditures made on his behalf are 
deductible as business expenses. 

Section 61(a) of the Internal Revenue Code of 1954 provides that, 
except as otli. erwise provicled, gross income means all income from 
whatever source derived, incliiding, but not liinited to, compensation 
for services. 

Section 1. 61 — 2(a) (1) of the Income Tax Regulations provides, in 
part, that pay received by persons in the military or naval forces 
of tlie United States is includible in gross income, unless excluded 
by law. 

Section 7701(a) (15) of the Code provides that the term "military 
or naval forces of the United States" and the term "Armed Forces of 
the United States" each include the Coast Guard. Therefore, a cadet 
of the United States Coast Guard A. cademy is a niember of the Armed 
Forces. Title 10, section 101(4) of the United States Code (1958 
Edition) and Title 14, section 41 of the United States Code (1958 
Edition), as amended. 

Section 117 of the Code provides generally that gross income does 
not include aniounts received as a scholarship or as a fellowship grant. 
However, an appointment to one of the Armed Forces academies cloes 



not constitute a scholarship for Federal income tax purposes. See 
Revenue Ruling 55 — M7, C. B. 1955 — 1, 21. 

Further, there is no other exemption applicable to the pay of cade& 
or midshipmen of the Armed Forces academies. The fact that the 
administrative regulations of the Coast, Guard Academy treat the pay 
of a cadet as not being in the nature of a salary for services performed 
does not, alter the basic nature of statutory pay to members of the 
Armed Forces of the United States as authorized under the Caree'r 
Compensation Act of 1949. 

The power of attorney executed by a cadet authorizing the Super- 
intendent, to receive, account, for and expend his pay does not have 
the etrect of limiting or deferring a cadet, 's tax liability, since the 
agreement allows the Superintendent, or a subordinate, to expend 
some and, if necessary, all of the cadet's statutory pay as the need 
or occasion may arise for any proper obligation incurred by the cadet. 

The receipt of a cadet's pay by the Superintendent, or a sub- 
ordinate, on behalf of a cadet as his attorney or agent is, under the 
circumstances, tantamount to receipt of the entire amount by the cadet 
for Federal income tax purposes. 

A. ccordingly, it is held that the entire statutory pay of a cadet 
of the United States Coast Guard Academy is includible in his gross 
incoine for Federal income tax purposes in the year of its receipt 
by the Superintendent of. the Academy, or a subordinate, as attorney 
or agent for the cadet and is subject to the withholding of income tax 
at source under section M02 of the Code, 

Section 162(a) of the Code provides, in eRect, that in computing 
taxable income there shall be allowed as a deduction all the ordinary 
and necessary expenses paid or incurred during the taxable year in 
carrying on any trade or business. 

Section 1. 162 — 5(b) of the regulations- provides, in part, that ex- 
penditures made for education required of the taxpayer to meet the 
minimum requirements for qualification or establishment in his in- 
tended trade or business are personal in nature and, therefore, are not 
deductible as ordinary and necessary business expenses. 

Section 1. 262 — 1(b) (8) of the regulations provides, in part, as 
follows: 

The cost of equipment of a member of the armed services is deductible only to the extent that it exceeds nontaxable allowances received for such equip- 
ment and to the extent that such equipment is especially required by his pro- 
fession and does not merely take the place of articles required in civilian life. For example, the cost of a sword is an s. llowable deduction in computing taxable 
income, but the cost of a uniform is not. 

In the instant case, a cadet incurs expenses for his education in 
order to meet the minimum requirements for qualification or establish- 
ment in his intended trade or business as an officer in the Coast Guard. 
Further, the uniforms worn by a cadet are adaptable generally to 
continued wear to the extent that they replace regular clothing. 

Accordingly, it is further held that the cost of textbooks, supplies, and uniforms is not deductible for Federal income tax purposes by a cadet of tbe Coast Guard Academy. Expenditures for insignia, shoulder boards and similar items are deductible in computing taxable 
income, provided the cadet does not claim the standard deduction or use the optional tax table. 



Rev. Rul. 62 — 114 ' 26 CFR 1. 61 — 6: Gains derived 
from dealings in property. 

(Also Section 1221; 1. 1221 — 1. ) 
The Internal Revenue Service will not follow the decision in the 

case of Den/on J. Eeeg, et ux. v. United States, 187 Fed. Supp. 924 
(1960), affirmed per curiam by the United States Court of Appeals 
for the Ninth Circuit, 295 Fed. (2d) 817 (1961). This decision held 
that, in creating a partnership to continue his professional practice 
as an orthodontist, the payments received by the taxpayer (payable 
over a period of ten years) from two other professional persons for 
a partial interest in his practice represent capital gain from the sale 
of goodwill. 

Cfhile certiorari was not applied for in the Eeeg case, the Service 
considers the decision erroneous and inconsistent with the long- 
established principle early announced by the United States Court 
of Appeals for the Sixth Circuit in E. C. O'Zeal v. Commisdt'oner, 
80 Fed. (2d) 478 (1%5). In that case it, was held that a taxpayer~ 
may not escape tax on his earnings as ordinary income by an agreement 
which is in eA'ect an anticipatory assignment of future incolne. 

Ct. D. 1878 

1. GAIlv oR Loss — TRANsFER oF PRoPERTY PURsUANT To SEFARATIGN 
AGREEMENT — RELEAsE oI IVIFE s MARITAL RIGIITs IN PRoPERTY— 
MEASURE OF GAIN. . it transfer of stock by a taxpayer to his former wife pursuant to a 

separation agreement, later incorporated into a divorce decree, was 
a taxable event rather than a nontaxable division of property be- 
tween co-owners. The basis of the stock in the taxpayer's hands 
was less than the marl-et value on the date of the transfer. The 
amount realized by the husband is equal to the value of the stock 
transferred. The conclusion of the Court of Claims that there was 
no Ivay to measure the fair nlarket value of the property received 
by the taxpayer in exchange for the stock, i. e. , the release of the 
wife's inchoate n&arital rights, vtas erroneous. It niust be assumed 
that the parties acted at arm's length and judged the marital rights 
of the Ivife to be equal in value to the property transferred. To base 
the taxable gain upon the market value of the stock was not shown 
to be in error. 

iVonbusiness Expenses — Legal Fees — Tax advice to Wife in Con- 
nection with Divorce and Property Settlement. 

A taxpayer is not entitled to a deduction for fees paid to his wife' s 
attorney for tax advice in connection with predivorce property set- 
tlement negotiations. Section 212(8) of the Code, Ivhich allows a 
deduction for the oordinary and necessary expenses paid. . . in 
connection with the determination, collection, or refund of any tax, " 
if applicable to this type of tax expense, includes only the expenses 
of the taxpayer himself and not those of his wife. 
2. JUDGMENT REVERsED Iv PART AND AFFIRMED IN PART. 

Judgment of the United States Court of Claims, 287 Fed. (2d) 
168 (1961), reversed in part and afiirmed in part. 

issued on Technical Information Release 888, dated June 29, 1982. 

(A. iso Sections 212, 262, 1001, 1002; 1. 219 1, 
1. 262 — 1, 1. 1001 — 1, 1. 1002 — 1. ) 
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SUPREME COURT 0F TIIE UNITED STATEs 

Xos. 190 and 268. — October Term, 1961 

United States, Petitioner, 
V. 

Th, omas Crawley Davis et al. , No. 19() 

Thomas Crateley Davis et al. , Petitioners, 
V. 

United States, No, 868 

On writs of certiorari to the United States Court of Claims 

[June 4, 1962] 

MR. JUSTIUE CLARK delivered the opinion of the Court. 
These cases involve the tax consequences of a transfer of appreciated property 

by Thomas Crawley Davis ' to his former wife pursuant to a property settlement 
agreement executed prior to divorce, as well as the deductibility of his payment 
of her legal expenses in connection therewith. The Court of Claims upset the 
Commissioner's determination that there was taxable gain on the transfer but 
upheld his ruling that the fees paid the wife's attorney were not deductible. 
287 F. 2d 168. We granted certiorari on a conflict in the Courts of Appeals 
and the Court of Claims on the taxability of such transfers. ' 368 U. S. 813. We 
have decided that the taxpayer did have a taxable gain on the transfer and that 
the wife's attorney's fees were not deductible. 

In 1954 the taxpaver and his then wife made a voluntary property settlement 
and separation agreement calling for support payments to the wife and minor 
child in addition to the transfer of certain personal property to the wife. Under 
De]aware law all the property transferred was that of the taxpayer, subject to 
certain statutory marital rights of the wife including a right of intestate suc- 
cession and a right upon divorce to a share of the husband's property. ' Speciji- 
callv as a "division in settlement of their property" the taxpayer agreed to 
transfer to his wife, inter awa, 1, 000 shares of stock in the kk I. du Pont de 
Xemours & Co. The then Mrs. Davis agreed to accept this division "in full settle- 
ment and satisfaction of any and all claims and rights against the husband what- 
soever (including but not by way of limitation, dower and all rights under the 
laws of testacy and intestacy) * "' *. " Pursuant to the above agreement 
which had been incorporated into the divorce decree, one-half of this stock was 
delivered in the tax year involved, 1955, and the balance thereafter. Respond- 
ent's cost basis for the 1955 transfer was $74, 775. 37, and the fair market value 
of the 500 shares there transferred was $82, 250. The taxpayer also agreed 
orally to pay the wife's legal expenses, and in 1955 he made payments to the 
wife's attorney, including $2, 500 for services concerning tax matters relative to 
the property settlement. 

I. 
The determination of the income tax consequences of the stock transfer de- 

scribed above is basically a two-step analysis: (1) Was the transaction a 
taxable event'? (2) If so, how much taxable gain resulted therefrom? Origi- 
nally the Tax Court (at that time the Board of Tax Appeals) held that the 
accretion to property transferred pursuant to a divorce settlement could not be 
taxed as capital gain to the transferor because the amount realized by the 
satisfaction of the husband's marital obligations was indeterminable and be- 
cause, even if such benet]t were ascertainable, the transaction was a non- 
taxable division of property. Mesta v. Commissioner, 42 B, T. A. 933 (1940); 

'Davis' present wife, Grace Ethel Davis, is also a party to these proceedings because a joint return wus filed in the tax year in question. ' The holding in the instant case is in accord with Commissioner v. Ifarshman, 279 F. 2d 27 (C. A. 6th Cir. 1960), but is contra to the holdings in Commissioner v. Ha(thee(I, 131 F. 2d 642 (C. A. 2d Cir. 1942), and Commissioner v. i(testa, 123 F. 2d 986 (C. A. 3d Cir. 1941) [Ct. D. 1562, C. B. 1942-2, 192]. ' 12 Del. Code Ann. (Supp. 1960) sec, 512; 13 Del, Code Ann. sec. 1531. In the case of realty, the wife in addition to the above has rights of dower. 12 Del. Code Anm secs. i502, 901, 904, 905. 
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Hallitpell v. Commissioner, 44 B. T. A. 740 (1941). However, upon being re- 
versed in quick succession by the Courts of Appeals of the Third and Second 
Circuits, Com»iissioner v. ?(testa, 123 F. 2d 986 (C. A. 3d Cir. 1941); Commissioner 
v. Hallinfell, 181 F, 2d 642 (C. A. 2d Cir. 1943), the Tax Court accepted the 
position of these courts and has continued to apply these views in appropriate 
eases since that time, Hall v. Comtnissioner, 9 T. C. 53 (1947); Patino v. Com- 
rnissioner, 18 T. C. 816 (1949); Estate of Stouffer, 30 T. C. 1244 (1958); Ifing v. 
Commissioner, 31 T. C. 108 (1958); 1larsksnan v. Co»itnissioner, 31 T. C. 269 
(1958). In Ifesta and Halli(cell the Courts of Appeals reasoned that the accre- 
tion to the property was "realized" by the transfer and that this gain could 
be measured on the assumption that the relinquished marital rights were equal 
in value to the property transferred. The matter was considered settled until 
the Court of Appeals for the Sixth Circuit, in reversing the Tax Court, ruled 
that, although such a transfer might be a taxable event, the gain realized 
thereby could not be determined because of the impossibility of evaluatin ' 

the fair market value of the wife's marital rights. Conirnissioner v. Narsk- 
tnan, 279 F. 2d 27 (1960). In so holding that court specifically rejected the 
argument that these rights could be presumed to be equal in value to the 
property transferred for their release. This is essentially the position taken by 
the Court of Claims in the instant case. 

We now turn to the threshold question of whether the transfer in issue was 
an appropriate occasion for taxing the accretion to the stock. There can be no 
doubt that Congress, as evidenced by its inclusive definition of inconle subject to 
tazation, (. e. , "all income from whatever source derived, including * * s [g]ains 
derived from dealings in property, " ' intended that the economic growth of this 
stock be taxed. The problem confronting us is simply token is such accretion to 
be taxed. Should the economic gain be presently assessed against taxpayer, or 
should this assessment await a subsequent transfer of the property by the wife'? 
The controlling statutory language, which provides that gains from dealings 
in property are to be taxed upon "sale or other disposition, " ' is too general to 
include or exclude conclusively the transaction presently in issue. Recognizing 
this, the Government aud the taxpayer argue by analogy from transactions 
more easily classified as within or without the ambient of tazable events. The 
taxpayer asserts that the present disposition is comparable to a nontaxable 
division of property between two co-owners, ' while the Government contends it 
more resembles a tazable transfer of property in exchange for the release of 
an independent legal obligation. Neither disputes the validity of the other' s 
starting point. 

In support of his analogy the taxpayer argues that to draw a distinction 
between a wife's interest in the property of her husband in a common-law 
jurisdiction such as Delaware and the property interest of a wife in a typical 
community property jurisdiction would commit a double sin; for such differen- 
tiation would depend upon "elusive and subtle casuistries which * s * possess 
no relevance for tax purposes, " Helneri»p v. Ha?lock, 809 U. S. 106, 118 (1940), 
and would create disparities between common-law and community property 
jurisdictions in contradiction to Congress' general policy of equality between 
the two. The tazpayer's analogy, however, stumbles on its own premise, for the 
inchoate rights granted a wife in her husband's property by the Delaware law 
do not even remotely reach the dignity of co-ownership. The wife has no 
interest — passive or active — over the mana'"ement or disposition of her hus- 

4 Internal Revenue Code of 1954 sec. 61(a). 
s Internal Revenue Code of 1954 secs. 1001, 1002. 
'Any suggestion that the transaction in questiou was a gift is completely unrealistic. 

Property transferred pursuant to a negotiated settlement in return for the release of 
admittedly valuable rights is uot a gift in any sense of the term. To intimate that there 
was a gift to the extent the value of the lrroperty exceeded that of the rights released 
uot only iuvokes the erroneous premise that every exehauge uot precisely equal involves 
a gift but merely raises the measurement problem discussed in Part III, infra, p. —. 
Caces iu which this Court has held transfers of property in exchange for the release of 
marital rights subject to gift taxes are based uot on the premise that cuch transactions 
are inherently gifts but ou the concept that in the couteusplation of the gift tax statute 
they are to be taxeel as gifts. . uerriil v. Fahs, 824 U. S. 308 (1945); Commissioner v. 
Iyelnass, 324 U. S. 808 (1945); see Harris v. Commissioner, 340 U. S. 106 (1950). In 
iuterpreting the particular income tax provisions here involved, we find ourselves unfet- 
tered by the language and considerations ingrained in the gift aud estate tax statutes. 
See Farid-Es-Sultaneh v. Consmissioner, 160 F. 2d 812 (C. A. 2d Cir. 1947). 



band's personal property. Her rights are not descendable, and she must survive 
him to share in his intestate estate. Upon dissolution of the ~arriage she 
shares in the property only to such extent as the court deems ~ reasonable. " 
13 Del. Code Ann. section 1581(a). What is "reasonable" might be a, scertained 
independent of the extent of the husband's property by such criteria as the 
wife's finaneial condition, her needs in relation to her accustomed station in 
life, her age and health, the number of children and their ages, and the earning 
capacity of the husband. See, e. g. , Beres v. Beres, 52 Del. 188, 154 A. 2d 884 
(1959) . 

This is not to say it would be completely illogical to consider the shearing 
off of the wife's rights in her husband's property as a division of that property, 
but we believe the contrary to be the more reasonable construction. Regardless 
of the tags, Delaware seems only to place a burden on the husband's property 
rather than to make the wife a part owner thereof. In the present context 
the rights of succession and reasonable share do not differ significantly from 
the husband's obligations of support and alimony. They all partake more of a 
personal liability to the husband than a property interest of the wife. The 
effectuation of these marital rights may ultimately result in the ownership of 
some of the husband's property as it did here, but certainly this happenstance 
does not equate the transaction with a division of property by eo-owners. Al- 
though admittedly such a view may permit difterent tax treatment among the 
several States, this Court in the past has not ignored the diifering etfeets on 
the federal taxing scheme of substantive differences between eommunitv prop- 
erty and common-law systems. E. g. , Poe v. Seahorn, 282 U. S. 101 (1980) [Ct. D. 
259, C. B. IX — 2, 202 (1980)]. To be sure Congress has seen fit to alleviate this 
disparity in many areas, e. g. , Revenue Act of 1948, 62 Stat. 110, but in other 
areas the facts of life are still with us. 

Our interpretation of the general statutory language is fortified by the long- 
standing administrative practice as sounded and formalized by the settled state 
of law in the lower courts. The Commissioner's position was adopted in the 
early 40's by the Second and Third Circuits and by 1947 the Tax Court had 
aequieseed in this view. This settled rule was not disturbed by the Court of 
Appeals for the Sixth Circuit in 1960 or the Court of Claims in the instant 
case, for these latter courts in holding the gain indeterminable assumed that 
the transaction was otherwise a ta~able event. Such unanimity of views in 
support of a position representing a reasonable construction of an ambiguous 
statute will not lightly be put aside. It is quite possible that this notorious 
construction was relied upon by numerous taxpayers as well as the Congress 
itself, which not only refrained from making any changes in the statutory 
language during more than a score of years but re-enacted this same language 
in 1954. 

III. 
Having determined that the transaction was a taxable event, we now turn 

to the point on which the Court of Claims balked, viz, the measurement of the 
taxable ga'in realized by the taxpayer. The Code defines the taxable gain from 
the sale or disposition of property as being the "excess of amount realized there- 
from over the adjusted basis ~ * ~. " I. R. C. (1954) section 1001(a). The "amount realized" is further defined as "the sum of any money received plus the fair market value of the property (other than money) received. " I. R. C. (1954) section 1001(b). In the instant ease the "property received" was the release of the wife's inchoate marital rights. The Court of Claims, following the Court of Appeals for the Sixth Circuit, found that there was no way to compute the fair market value of these marital rights and that it was thus impossible to determine the taxable gain realized by the taxpayer. We believe this conclusion was erroneous. 

It must be assumed, we think, that the parties acted at arm's length and that they judged the marital rights to be equal in value to the property for which they were exchanged. There was no evidence to the contrary here. Absent a readily ascertainable value it is accepted practice where property is exchanged to hold, as did the Court of Claims in Philadelphia Park Amusement Go. v. United States, 126 F. Supp. 184, 189 (1954), that the values "of the two properties exchanged in an arm' s-length transaction are either equal in fact, or are pre- sumed to be equal. " Aeeord, United, States v. General Shoe Gorp. , 282 P. 2d 9 (C. A. . 6th Cir. 1960); Internetiono/ Ereighting Corp. v. Gomntission«185 P. 2d 810 (C. A. 2d Cir. 1948). To be sure there is much to be said of the argument 
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that such an assumption is weakened by the emotion, tension and practical 
necessities involved in divorce negotiations and the property settlements arising 
therefrom. However, once it is recognized that the transfer was a taxable event, 
it is more consistent with the general purpose and scheme of the taxing statutes 
to make a rough approximation of the gain realized thereby than to ignore 
altogether its tax consequences. Cf. Helvering v. Safe Deposit ~f Trust Co. , 316 
U. S. 56, 67 (1942). 

Moreover, if the transaction is to be considered a taxable event as to the hus- 
band, the Court of Claims' position leaves up in the air the wife's basis for the 
property received. In the context of a taxable transfer by the husband, ' all 
indicia point to a "cost" basis for this property in the hands of the wife. ' Yet 
under the Court of Claims' position her cost for this property, i. e. , the value of 
the marital rights relinquished therefor, would be indeterminable, and on subse- 
quent disposition of the property she might suffer inordinately over the Com- 
missioner's assessment which she would have the burden of proving erroneous, 
Cotnttiissioncr v. Hanseti, 360 U. S. 446, 468 (1959) [Ct. D. 1838, C. B. 1959 — 2, 460]. 
Our present holding that the value of these rights is ascertainable eliminates 
this problem; for the same calculation that deterlnines the aniount received by 
the husband fixes the amount given up by the wife, and this figure, i. e. , the 
market value of the property transferred by the husband, will be taken by her 
as her tax basis for the property received. 

Finallv, it must be noted that here, as well as in relation to the question of 
whether the event is taxable, we draw support from the prior administrative 
practice and judicial approval of that practice. See p. —, supra. We therefore 
conclude that the Commissioner's assessment of a taxable gain based upon the 
value of the stock at the date of its transfer has not been shown erroneous. ' 

IV. 

The attorney-fee question is much simpler. It is the customary practice in 
Delaware for the husband to pay both his own and his wife's legal expenses 
incurred in the divorce and the property settlement. Here petitioner paid $5, 000 
of such fees in the taxable year 1955 earmarked for tax advice in relation to the 
property settlement. One-half of this sum went to the wife's attorney. The 
taxpayer claimed that under section 212 (3) of the 1954 Code, which allows a 
deduction for the '"ordinary and necessary expenses paid * ": " in connec- 
tion with the determination, collection, or refund of any tax, " he was entitled to 
deduct the entire $5, 000. The Court of Claims allowed the $2, 500 paid taxpayer's 
own attorney but denied the like amount paid to the wife's attorney. The sole 
question here is the deductibility of the latter fee; the Government did not seek 
review of the amount taxpayer paid his own attorney, and we intimate no deci- 
sion on that point. As to the deduction of the wife's fees, we read the statute, 
if applicable to this type of tax expense, to include only the expenses of the 
taxpayer himself and not those of his wife. Here the fees paid her attorney do 
not appear to be "in connection with the determination, collection, or refund" of 
any tax of the taxpayer. As the Court of Claims found, the Ivife's attorney 
"considered the problems from the standpoint of his client alone. Certainly 
then it cannot be said that * s " [his] advice was directed to plaintiff's tax 
problems * * *. " 287 F. 2d at 171. We therefore conclude, as did the Court 
of Claims, that those fees were not a deductible item to the taxpayer. 

Reversed in part and affirmed in part. 
MR. JvsTIcE FRANKEURTER took no part in the decision of these cases. 
MR. JUsTIcE WIIITE took no part in the consideration or decision of these cases. 

r Under the present administrative practice, the release of marital rights in exchange 
for property or other consideration is not considered a taxable event as to the wife. For 
a discussion of the difiiculties confronting a wife under a contrary approach, see Taylor 
and Schwartz, Tax Aspects of Marital Property Agreements, 7 Tax L. Rev. 19, 30 (1951); 
Comment, The Lump Sum Divorce Settlement as a Taxable Exchange, 8 U. C. L. A. L. Rev. 
593, 601 — 602 (1961). 

s Section 1012 of the Internal Revenue Code of 1954 provides that: "The basis of prop- 
erty shall be the cost of such property, except as otherwise provided in this subchapter 
and subchapters C (relating to corporate distributions and adjustments), K (relating to 
partners and partnerships), and P (relating to capital gains and losses) 

9 We do not pass on the soundness of the taxpayer's other attacks upon this determina- 
tion, for these contentions were not presented to the Commissioner or the Court of Claims. 

674924' — 63 3 
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26 CFR 1. 61 — 9: Dividends. 

Guidelines for determining the liability for income tax on dividend 

payments. See Rev. Rul. 62 — 201, page 298. 

26 CFR 1. 61 — 11: Pensions. Rev. Rul. 62 — 179 

Pension payments received from the Canadian Government un- 

der the Old Age Security Act of Canada by Canadian citizens 
residing in the United States are includible in the gross income of 
the recipients for Federal income tax purposes. 

Advice has been requested concerning the Federal income tax treat- 
ment of pension payments made by the, Canadian Government under 
the Old Age Security Act of Canada, Revised Statutes of Canada, 
19M, as amended, to Canadian citizens residing in the United States. 

Section 8 of the Old Age Security Act of Canada, as amended, 
provides, in eA'ect, that every Canadian citizen who has attained the 
age of 70 years and who meets certain residence requirements in Can- 
ada may be paid, upon his properly approved application, a monthly 
pension of $55 by the Canadian Government. Section 4 of this Act 
provides that the pension is payable during the life of the pensioner 
and ceases with the payment for the month in which the pensioner 
dies. 

Section 5 of the Act, as amended by the Act- of June 7, 1960, pro- 
vides, in part, that where a pensioner absents himself from Canada 
for 6 consecutive months, exclusive of the month in which he left 
Canada, payment of his pension may be continued for any period he 
remains out of Canada after those 6 months if he establishes that, at 
the time he left Canada, he had resided in Canada for at least 25 years 
after attaining the age of 21 years. Section 6 of the Act of June 7, 
1960, provides transitional rules with respect to pensioners who were 
absent from Canada on the efi'ective date of that Aci and whose pen- 
sion payments were suspended under section 5(1) of the A. ct as in 
force before such efFective date. 

Section 10 of the Act provides the method of collecting revenue 
for the payment of pensions through the imposition of an old age 
security tax on the sales price of certain goods and on individuals and 
corporations liable to pay income tax for the taxable year. 

Pension payments received by Canadian citizens under the Old Age 
Security Act are includible in their gross income for Canadian income 
tax purposes under the provisions of section 6(1) (a) (iv) of the In- 
colne Tax Act of Canada, Revised Statutes of Canada, 19M. 

In general, resident alien inclividuals of the United States are sub- 
ject to Federal income tax on income derived from sources within or 
without the United States. See section 1. 1 — 1(b) of the Income Tax 
Regulations. 

Section 61(a) of the Internal Revenue Code of 1954 provides that, 
except as otherwise provided, gross income means all income from 
whatever source derived, including among other things, pensions. 

Section 1. 61 — 11(a) of the regulations provides that pensions and 
retirement allowances paid either by the Government or by private 
persons constitute gross income unless specifically excluded by law. 



There is no provision in the Code which provides that old age pen- 
sions received by resident aliens of the United States from a foreign 
government may be excluded from gross income for Federal income 
tax purposes. Furthermore, Article VI A of the United States- 
Canada Income Tax Convention, C. B. 1955 — 1, 624, at 626, modified 
as to other provisions by the Supplementary Convention of August 8, 
1M6, C. B. 1957 — 2, 1014, provides that pensions (including Govern- 
ment pensions) derived from within one of the contracting States by 
a resident of the other contracting State shall be exempt, from taxation 
in the former State, rather than in the State of residence, so that noth- 
ing in the Convention would exempt from Federal income tax a pen- 
sion paid by the Canadian Government to a citizen of Canada residing 
in the United States. 

In view of the foregoing, it is held that pension payments made by 
the Canadian Government under the Old Age Security Act of Canada 
to Canadian citizens residing in the United States are includible in 
the gross income of the recipients for Federal income tax purposes. 

SECTION 62. — ADJUSTED GROSS INCOME DEFINED 

26 CFR 1. 62 — 1: Adjusted gross income. 

Selective retail sales tax and use tax imposed by the State of 
Wisconsin. See Rev. Rul. 69 123, page 65. 

Deduction by employees of expenses attributable to the use of a 
personal residence in the performance of. their duties. See Rev. Rul. 
62 — 180, page M. 

PART II. — ITEMS SPECIFICALLY INCLUDED IN GROSS INCOME 

SECTION 71. — ALIMONY AND SEPARATE MAINTENANCE 
PAYMENTS 

26 CFR 1. 71 — 1: Alimony and separate maintenance Rev. Rul. 62 — 106 
payments; income to wife or former wife. 

(Also Section 215; 1. 215 — 1. ) 
A. husband's payments of his wife's medical and dental expenses 

pursuant to a decree of divorce, or an instrument or agreement of 
the type described in section 71(a) of the Internal Itevenue Code of 
1954, are includible in the gross income of the wife under section 71 
of the Code and deductible by the husband under section 215 of the 
Code, where (1) no principal sum is specified in the decree or instru- 
ment, or, (2) if speciiied, is either payable over more than a ten 
year period or is subject to contingencies of death of either spouse, 
remarriage of the wife, or change in the economic status of either 
spouse. 

Advice has been requested whether payments of medical and dental 
expenses of a wife made by her husband pursuant to a decree or in- 
strument of the type specified in section 71(a) of the Internal Revenue 
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Code of 1954 are includible in the wife's gross income, under section 71 
of the Code and deductible by the husband under section 215 of the 
Code. 

Section 71(a) (1) of the Code provides as follows: 
DEcaKE oF mvoncz on sEP&axvE MxzwvENwNcz. — If a wife is divorced or 

legally separated from her husband under a decree of divorce or of separate 
maintenance, the wife's gross income includes periodic payments (whether 
or not made at regular intervals) received after such decree in discharge of 
(or attributable to property transferred, in trust or otherwise, in discharge 
of) a legal obligation which, because of the marital or family relationship, 
is imposed on or incurred by the husband under the decree or under a written 
instrument incident to such divorce or separation. 

Section 71(a) (2) of the Code contains similar provisions relating 
to periodic payments received by a wife pursuant to written separa- 
tion agreements and decrees for support. 

Section 71(c) (1) of the Code provides as follows: 
GENERAL RULE. — For purposes of subsection (a), installment payments dis- 

charging a part of an obligation the principal sum of which. is, either in 
terms of money or property, specified in the decree, instrument, or agree- 
ment shall not be treated as periodic payments. 

Section 215 of the Code provides, as a general rule, that payments 
includible in gross income by the wi~fe under section 71 are deductible 
by the husband. 

Sections 71 and 215 of the Code were enacted originally as sections 
22(k) and 28(u), respectively, of the Internal Revenue Code of 1989. 
The purpose of these sections was explained in House of Representa- 
tives Report No. %88, Seventy-seventh Congress, C. B. 1942 — 2, 872, 
at 409 and 427, as follows: 

* * ~ He [the husband) is fully taxable on his entire net income even though a large portion of his income goes to his wife as alimony or as separate mainte- nance payments. The increased surtax rates would intensify this hardship and in many cases the husband vvould not have sufhcient income left after paying alimony to meet his income tax obligations ~ * *. 

:" * These amendments are intended to treat such paymeuts as income to the spouse actually receiving or actually entitled to receive them and to relieve the other spouse from the tax burden upon whatever part of the amount of such payments is under the present law includible in his gross income. * * ~ 

The specific issue is whether medical or dental payments required to be paid by the husband constitute periodic payments within the 
meaning of section 71 of the 1954 Code. 

In the case of F. L&'ning 6'lasgnw v. Commtssioner, 21 T. C. 211 (1958) ~ acquiescence, C 8 1954 1) 4, the taxpayer, pursuant to a writ- ten instrument incident to the divorce, paid his wife a prescribed in- itial payment immediately after the decree was granted. The initial payment included an amount which was to cover medical expenses for which the wife was liable at the time of the divorce or would become liable in the following calendar year. The Tax Court of the United States held that this amount was a lump-sum nonrecurring payment which did not meet the statutory test of a periodic payment as pro- vided in section 22 (k) of the 1M9 Code. 
The court followed its decision in the Glasgow case and held, in A/ine 8. Fishe~, Executrix v. Commissioner, T. C. Memo 1M6 — 98, that dental expenses paid by the husband were not income to the wife. The 



separation agreement required the husband to pay dental expenses 
not to exceed a specified amount incurred by the wife after Janu- 
ary 1 of the year following the divorce. Dental expenses in the speci- 
fied amount were paid by the husband in that year. 

The payments in these cases were not treated as periodic payments 
because they were installment payments of a principal sum specified 
in the decree, instrument, or agreement. Therefore, these decisions 
are limited to certain situations where the amount of medical or 
dental expenses to be paid is specified. They do not apply to pay- 
ments which (1) are not specified, or, (9) if specified, are either pay- 
able over more than a ten-year period or are subject to contingencies of 
death of either spouse, remarriage of the wife, or change in the eco- 
nomic status of either spouse. 

It is not necessary that the decree or written instrument specify 
the payment of a fixed amount at stated intervals, since section 71(a) 
of the Code provides that periodic payments are includible in the 
wife's gross income "whether or not made at regular intervals. " 

Accordingly, it is held that payments by a husband of his wife' s 
medical and dental expenses, pursuant to a decree of divorce or sepa- 
rate maintenance, or written instrument incident thereto, a written 
separation agreement, or decree for support, are periodic payments 
within the meaning of section 71 of the Code where (1) no principal 
sum is specified in the decree or instrument, or, (9) if specified, is 
either payable over more than a ten-year period or is subject to con- 
tingencies of death of either spouse, remarriage of the wife, or change 
in the economic status of either spouse. 

Such payments are includible in the gross income of the wife under 
section 71 of the Code agd deductible by the husband under section 
915 of the Code. Furthermore, such payments are considered part 
of the medical expenses of the w~ife and may be taken into account by 
her in arriving at the allowable deduction for meclical expenses under 
section 218 of the Code. 

In addition, the periodic payments may be made at irregular inter- 
vals, and the husband may pay such amounts directly to the provider 
of the services rather than to his wife. Robert Lehman v. Commk- 
8ionev, 17 T. C. 6M (1951), acquiescence, this issue, C. B. 1050 — 2, 5. 

Rev. Rul. 69 — 115 (Also Section 915; 1. 915 — 1. ) 
Periodic payments made by a husband, domiciled in Idaho, a 

community property state, to his wife under a court order for her 
support during separation but prior to their divorce, are includible 
in the wife's gross incorae under section 71(a) (8) of the Internal 
Revenue Code of 1954 and allowable as a deduction to the husband 
under section 215 of the Code to the extent that they exceed the 
wife's share of community income for the year in which they are 
received by her. 

Advice has been requested regarding the extent to which the 
amount paid by a husband to his wife pursuant to court decree, dur- 
ing the period of' their separation preceding the date of their divorce, 
is required to be included in the gross income of the wife under sec- 
tion 71 of the Internal Revenue Code of 1954 and is allowable as 
a deduction to the husband under section 215 of the Code, when, dur- 
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ing the period in which the payments are made and received, the 
parties are domiciled in Idaho, a community property state. a&vice 
has also been requested whether tlie Federal income tax treatment of 
such amounts divers where the payments are (1) entirely derived 
from amounts earned by the husband during the period of separation 
prior to the date of the divorce, or (2) derived partly from earnings 
of the husband during such period and partly from the husband' s 

separate funds, or (8) derived partly from the husband's earnings and 

partly from community funds accumulated by the parties prior to 
the date of their divorce. 

The taxpayers lived as husband and wife in the State of Idaho 
until their separation in 1957. In that year a State court directed 
the husband to make payments of $400 to his wife each month for 
her support and maintenance pending the outcome of the husband'» 

action for divorce. The taxpayers were divorced on June 80, 1958. 
Prom January 1, 1958, to the date of the divorce, the husband paid 
his wife a total of $2, 400 pursuant to the court order. During that 
same period, the husband earned $4, 000. Por the entire taxable year 
of 1958, the husband earned a total of $7, 000. Each filed a separate 
Federal income tax return for that year. 

Under section 32-906 of Title M of the Idaho Code of 1947, all 
property acquired after marriage by either husband or wife, except 
property which is separate property under the provisions of sections 
M — 908, 82 — 905, or M — 906, is community property in which a wife has 
been held to have a present vested interest. See Eadesmacher v. Ead- 
ennaeher, 61 Idaho 261, 100 P. 2d 955 (1940). Thai interest has 
been held to extend to the ea, rnings of the husband. See Giffen v. 
City of Le~iston, 6 Idaho 281, 55 Pac. 545 (1898). 

In Idaho the marital relationship has been held to continue not- 
withstanding a separation of the spouses. See Eadermacher v. Eader- 
macher, 59 Idaho 716, 87 P. 2d 461 (1989). However, section 32 — 909 
of the Idaho Code provides that a wife's earnings during separation 
are her separate property. No similar provision with respect to the 
husband's earnings during the period of separation is contained in 
the Idaho Code. 

Section M — 704 of the Idaho Code provides, in part, that a comt 
may, in its discretion, require a husband to pay, as alimony, any money 
necessary to enable the wife to support herself or her children while 
an action for divorce is pending. The Idaho Code provides that in 
executing its allowance of alimony under that section the court must 
erst resort to the community property and then to the separate prop- 
erty of the husband. 

Section 71(a) (8) of the Internal Revenue Code of 1954 provides 
that if a wife is separated from her husband, her gross income includes 
periodic payments (whether or not made at regular intervals) received 
by her from her husband under a decree entered after March 1, 1954, 
requiring the husband to make the payments for her support or main- 
tenance, provided separate tax returns are filed by the parties. 

Unde~r the general rule provided in section 215 of the Code a 
husband described in section 71 of the Code is allowed a deduction 
for amounts includible under section 71 of the Code in the gross income 
of the wife, payment of which is made within his taxable year. How- 
ever, no deduction is allowable with respect to any payment if, by 
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reason of section 71(d) or 682 of the Code, the amount thereof is not 
includible in the husband's gross income. 

Section 1. 71 — 1(b) of the Income Tax Regulations provides, in part, 
as follows: 

(3) Decree for support. (i) Where the husband and wife are separated 
and living apart and do not file a joint income tax return for the taxable 
year, paragraph (3) of section 71(a) requires the inclusion in the gross 
income of the wife of periodic payments (whether or not made at regular 
intervals) received by her after August 16, 1954, from her husband under 
any type of court order or decree (including an interlocutory decree of 
divorce or a decree of alimony pendente lite) entered after March 1, 1954, 
requiring the husband to make the payments for her support or mainte- 
nance. * * * 

The regulations further provide that it is not necessary for the wife 
to be legally separated or divorced from her husband under a court 
order or decree; nor is it necessary for the order or decree for support 
to be for the purpose of enforcing a written separation agreement. 

The Supreme Court of the United States has held that~where a 
husband and wife are domiciled in a community property state, the 
law of which provides that the wife has a present vested right in the 
community property equal to that of her husband, one-half the com- 
munity income is taxable to the wife. See, for example, Burns Poe 
v. H. G. 8euborn, 982 U. S. 101 (1930), Ct. D. 259, C. B. IX — 2, 202 
(1930). 

In Mimeograph 3853, C. B. X — 1, 139 (1931), at 140, it is stated: 
As the wife's interest in community property under the laws of the 

States of Idaho, * ~ " is likewise vested, it follows that the above- 
mentioned decisions of the Supreme Court are equally applicable to taxpayers 
domiciled in those States. 

One of the "above-mentioned decisions of the Supreme Court" 
referred to was the 8eaborn case. 

Facts comparable to those involved in the instant case were con- 
sidered by The Tax Court of the United States in the case of SIorj orie 
H~f v. Commt'ssioner, 22 T. C. 228 (1954), acquiescence, C. B. 1954 — 2, 
4. The taxpayer was separated from her husband in 1947 while they 
were domiciled in California, a community property state. In Sep- 
tember of 1948, a California court granted the wife a decree of separate 
maintenance, which required the husband to pay her a monthly 
amount for her support and maintenance. Under that decree the hus- 
band paid his wife a total of $740 in 1948. The husband deducted 
that amount on his separate return for 1948 and the wife reported it 
on her return. However, the wife did not report any portion of. her 
husband's 1948 earnings on her return although he was domiciled in 
California during the period in question. 

Under the California Code as then in efYect, a wife had a present 
vested interest in community income, including a husband's earnings, 
during continuation of the marriage, and the wife's interest in com- 
munity property was not destroyed by a decree for separate mainte- 
nance, where no division or settlement of the community property was 
included in such decree. The Tax Court found that there had been 
no division or settlement of the property and that the wife's interest 
in the community property had not been destroyed. After holding 
that the wife was taxable by reason of her community interest on one- 
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half of the amount earned by the husband in 1948 prior to the date of 
divorce (an amount, in excess of $740), the court considered the ques- 
tion of whether she was also taxable under section 22(k) of the 19'39 
Code, which corresponds to section 71 of the 1954 Code, on the $740 
which she received from her husband. The Tax Court said, at page 
268: 

She is liable for Federal income tax on her equal sha. re of the com- 
munity income, but she cannot be taxed again when a part of that income is 
placed under her exclusive control pursuant to a decree for support and 
maintenance. 

The court then held that the wife was not taxable under section 22(k) 
of the 1989 Code on the $740 received from her husband during the 
taxable year. 

The law of California was changed in 1951 to provide that after the 
rendition of a judgment or decree for separate maintenance, the earn- 
ings or accumulations of each party are the separate property of the 
party acquiring such earnings or accumulations. See California Civil 
Code, 1949, sec. 169. 1. However, in view of the fact that the control- 
ling law in the Hunt case contained no such provision with respect to 
a husband's earnings during separation and since, under the facts of 
the Hunt case, the marital community continued during separation 
and prior to divorce, as in the instant case, and the wife had a present 
vested interest in the husband's earnings during such period, the prin- 
ciple established in the Hunt decision is applicable in the instant case 
to the husband's earnings during the period of the separation prior to 
the divorce. 

During the period in 1958, when the parties in the instant case were 
separated prior to their divorce, the husband paid his wife a total of 
$2, 400 pursuant to court decree and he earned $4, 000. Since the wife 
had a present vested interest in one-half of her husband's earnings of 
$4, 000 during that time, $2, 000 of such earnings is includible in her 
gross income under section 61 of the Code. See the 8eaborn case, 
supra, and Chr~8tine E'. Hi7E v. Co~nmi88ioner, M T. C. 254 (1959), 

Since payments totalling $2, 400 were made to the wife pursuant 
to the court decree, however, her $2, 000 share of the earnings does 
not measure the limit of her taxable income attributable to such pay- 
ments. Because of the provision ot section 32 — 708 of the Idaho Code, 
the Internal Revenue Service views such payments as having come 
from the income of the marital community in the year of receipt. 
Under the rationale of the Hunt decision, 8upro, it is held, therefore, 
that to the extent that such payments do not exceed ihe wife's com- 
munity interest in her husband's earnings on which she is taxable 
under section 61 of the Code, such payments are not taxable to her 
under section 71(a) (8) of the Code, regardless of the source of the 
funds from which such payments ar~e actually lnade. To the extent 
that such payments exceed the wife's interest in community income, 
the rationale of the Hunt decision is not applicable. The Service 
views such excess as a portion of the husband's present interest in the 
community earnings which become vested in the wife by the court 
decree. On the facts of the instant case, it is held, therefore, that 
$400 of the support payments is taxable to the wife under section 
71(a) (3) of- the Code, regardless of the source of the funds from 
which such payments are actually made. 
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In view of the fact that the deduction allowable to the husband 
under section 215 of the Code applies only to amounts includible in 
the gross income of the wife under section 71 of the Code, it is fur- 
ther held that only the excess of the payments made by the husband 
prior to the date of divorce over the wife's share of community in- 
come for the taxable year, $400 in this case, is allo~able as a deduc- 
tion to the husband. 

(Also Section 215; 1 215 — 1. ) Rev. Rul. 62 — 187 
Where an enlisted member of the Armed Forces of the United 

States authorizes an allotment of pay to comply with i. he terms of a 
court decree ordering him to make payments for the support of his 
wife and children that portion of each monthly payment which con- 
stitutes the basic allowance for quarters retains its nontaxable char- 
acter whether the payments are made voluntarily or in compliance 
with the court order; and, if the member and his wife do not make 
a single return jointly, only the amounts which are deducted from 
the member's pay are required to be included in the wife's gross in- 
come under section 71(a) (g) of the Internal Revenue Code of 1954. 

Only the amounts includible in the wife's gross income which are 
paid within the member's taxable year are deductible by him under 
section 215 of the Code, provided they otherwise qualify as "periodic 
payments. " 

Advice has been requested as to the amount includible in the gross 
income of the wife of an enlisted member of the Armed Forces of the 
United States with respect to an allotment which he authorized in com- 
pliance with a court decree ordering him to make payments for the 
support of his wife and children. 

The enlisted man concerned is entitled to a basic allowance for 
quarters which is payable only for such periods as he has in efFect an 
allotment of pay equal to the applicable rate for basic allowance plus 
$40 per month. See section 802 of the Career Compensation Act of. 
1949, as amended by sections 2 through 4 of the Dependents Assistance 
Act of 1950, as amended, 37 U. S. C. 252 (f) and (h). 

In the instant case, the member had no allotment in e[Fect when a 
court heard a motion brought by his wife and found his wife and 
children without means of support. The court ordered him to make 
monthly payments to her in an amount which was equal to the basic 
allowance for quarters plus $40. The decree did not specify any 
amount as a sum payable for the support of the children. 

In order to comply with the court order, the serviceman authorized 
an allotment for the support of his wife and children. Thereafter, the 
amount of $40 per month was deducted from his basic pay and his wife 
received an allotment which included the basic allowance for quarters, 
See section 802 of the Career Compensation Act of 1949, supra. 

Section 71(a) (8) of the Internal Revenue Code of 1954 provides 
that if a wife is separated from her husband, the wif'e's gross income 
includes periodic payments received by her from her husband under a 
decree entered after March 1, 1954, requiring the husband to make the 
payments for her support or maintenance, provided the husband and 
wife do not make a single return jointly. 

Section 215 of the Code provides that, in the case of a husband 
described in section 71 of the Code, there shall be allowed as a deduc- 
tion amounts includible under section 71 of the Code in the gross in- 
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come of his wife, payment of which is made within the husband' s 
taxable year. 

That portion of the monthly payment to dependents of an enlisted 
member of the Armed Forces of the United States which constitutes 
the basic allowance for quarters is excludable from gross income of 
both the serviceman and his dependents. See section 1. 61 — 2(b) of the 
Income Tax Regulations; I. T. 2219, C. B. IV — 2, 41 (1925); I. T. 4092, 
C. B. 1952 — 2, 115; and Rev. Rul. 55 — 572, C. B. 1955 — 2, 45. 

Accordingly, it is held that where an enlisted member of the Armed 
Forces of the United States authorizes an allotment of pay to comply 
with the terms of a court, decree ordering him to make payments for 
the support of his wife and children, that portion of each monthly 
payment which constitutes the basic allowance for quarters retains its 
nontaxable character whether the payments are made voluntarily or in 
compliance with the court order; and, if the meiriber and his wife do 
not make a single return jointly, only the amounts which are de- 
ducted from the member's pay are required to be included in the wife' s 
gross income under section 71(a) (8) of the Code. 

SECTION 72. — ANNUITIES; CERTAIN PROCEEDS Oli' 

ENDOWMENT AND LIFL&' INSURANCI", CONTRACTS 

26 CFR 1. 72 — 6: Investment in the contract. Rev. Rul. 62 — 187 

An organization, such as a corporation, trust, fund or foundation 
(other than a commercial insurance company), from time to time. 
enters into agreements to pay life annuities of a specified amount to 
individuals or to their designees in exchange for money or other 
property. Held, the annuity contracts issued by such an organization 
are su%ciently comparable to individual annuity contracts issued by 
commercial insurance companies to justify the application of a similar 
standard of. valuation to both. See Anna L. Raymond v. 0'o~nnus- 
sionei:, 40 B. T. A. 244, alarmed 114 Fed. (2d) 140, certiorari denied, 
311 U. S. 710. Accordingly, the annuity rates listed in the table below, 
which have been selected as representative of the annuity rates cur- 
rently charged by leading commercial insurance companies for indi- 
vidual contracts, will be used as the standard for valuing currently 
issued annuities (single life) for Federal tax purposes. It must be 
realized, ho~ever, tha~t the table is subject to change depending upon 
market conditions. Notice of change will be given by publication in 
the Internal Revenue Bulletin. 

If the agreement provides for an annuity which is not a single life 
annuity, then appropriate rates, comparable to the single-life rates 
shown in the table below, shall be used in the valuation. In the case 
of a completed transaction involving such an annuity, the Commis- 
sioner of Internal Revenue, Washington 25, D. C. , will furnish the 
rate to the taxpayer concerned upon request. The request must be 
accompanied by a statement of the date of birth of each annuitant and 
by copies of the relevant instruments. 

The values prescribed herein will apply even though the annuity 
contract to be valued (or any other contract) is reinsured or. coinsured 
with a commercial insurance company, unless the agreement provides 
that all or a specified portion of the annuity obligation has been 
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reinsured by a designated commercial insurance company. In such 
case, the designated commercial insurance company's individual an- 
nuity rate for a comparable contract will be used for the amount of 
the obligation so reinsured, and the values prescribed herein will apply 
to any balance of. the obligation. 

The values prescribed herein will apply for the purpose of determin- 
ing the aggregate amount of consideration paid for the contract (in- 
vestment in the contract) for purposes of section 72 of the Internal 
Revenue Code of 1954. 

The provisions of this Revenue Ruling apply to annuity contracts 
issued by such organizations on or after September 6, 1062, which is 
10 days after the date of publication in the Internal Revenue Bulletin. 
The value of an annuity contract based on any acceptable table prior 
to the above date will not be changed. 

FAIR MARKET VALUE CF ANNUITIEs IssUED BY ORGANIzATICNB (OTHER THAN 
COMMERCIAL INSURANCE COIIPANIES) ON OR AFTER SEPTEIIBER 6, 1962 

Single Life Rates 

Rates for hmmeChate annuity of $1. 00 Ifer annum 

Age 

Male 

Rate 

Female 

Age 

Male Female 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 

22. 812 
22. 566 
22. 312 
22. 052 
21. 785 
21. 510 
21. 228 
20. 940 
20. 643 
20. 339 
20. 027 
19. 707 
19. 382 
19. 049 
18. 710 
18. 368 
18. 019 
17. 667 
17. 311 
16. 950 
16. 586 
16. 217 
15. 845 
15. 469 
15. 089 
14. 705 
14. 317 

25. 063 
24. 809 
24. 550 
24. 284 
24. 012 
23. 734 
23. 449 
23. 158 
22. 858 
22. 552 
22. 239 
21. 919 
21. 590 
21. 255 
20. 911 
20. 560 
20. 203 
19. 838 
19. 468 
19. 094 
18. 714 
18. 331 
17. 942 
17. 550 
17. 154 
16. 754 
16. 351 

59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 

13. 924 
13. 526 
13. 125 
12. 717 
12. 306 
11. 889 
11. 469 
11. 046 
10. 641 
10. 266 
9. 889 
9. 512 
9. 143 
8. 775 
8. 408 
8. 043 
7. 682 
7. 323 
6. 970 
6. 622 
6. 281 
5. 946 
5. 619 
5. 299 
4. 989 
4. 688 
4. 397 

15. 942 
15. 531 
15. 116 
14. 696 
14. 271 
13, 842 
13. 409 
12. 970 
12. 527 
12. 078 
11. 627 
11. 172 
10. 715 
10. 256 
9. 879 
9. 502 
9. 125 
8. 749 
8. 374 
8. 001 
7. 632 
7. 266 
6. 905 
6. 549 
6. 200 
5. 857 
5. 522 

The above table gives the rate for a life annuity of $1 00 per annum in annual installments, fh st payment 
one year hence. To obtain the rate for sn annuity of $1. 00 per annum payable in installments at the end 
of each: 

(a) monthly period, sdd $0. 482 to the tabular rate. 
(b) quarterly period, sdd $0. 395 to the tabular rate. 
(c) semiannual period, sdd $0. 263 to the tabular rate. 

For essmple, the rate for an annuity of $1. 00 per annum payable at the end of each quarter during the life 
of a male aged 56 is $15. 089 plus $0. 395 or $15. 484. 



30 

Rev Rul 62-216 

Annuity rate tables for the purpose of valuing annuities issued by 
an organization such as a corporation, trust, fund or foundation 
tother than a commercial insurance company) in exchange for 
money or other property. 

Revenue Ruling 62 — 187, pa e 2H, supplemented. 

SEcTIGN 1. PURPosi~:. 

. 01 The purpose of this Revenue Ruling is to provide additional 
annuity rates for use with Revenue Rulin~g 62 — 117, page 28. That 
Revenue Ruling prescribes a, standard to be used in ev~aluating for 
Federal tax purposes the annuity agreements issued from tinie to 
time by an organization such as a corporation, trust, fund or founda- 
tion (other than a commercial insurance company) in exchange for 
money or other property. It also contains an annuity rate table 
(single life) for ages 62 to 85, inclusive. 

. 02 Since publication of that, Revenue Ruling, a feasible tabular 
method has been found for evaluating ordinary joint and survivor 
annuities (two lives) according to the prescribed standard. This 
Inethod is illustrated and explained hereinafter. At the same time, 
it has become apparent that the range of single life rates should be 
extended. 
SZC. 2. SINGLE LIFZ ANNUITY PAYABLE ANNUAI. LY. 

Table A shows the rate for an annuity' (single life) of $1. 00 per an- 
num payable annually at the end of each year during the life of an 
annuitant of specified age and sex. Thus, the table sliows that the 
rate for a male aged 56 is $15. 089. This me~ans that the value, accord- 
ing to the prescribed standard, of an annuity of $1, 000 per annum pay- 
able annually during the life of a male annuitant aged 56, first pay- 
ment one year hence, is $1, 000 times 15. 089 or $15, 089. 
Src. 3. ANNUITY PAYABLZ OTIIER TIIAN ANNUALLY. 

Whether the annuity is a single life or a joint and survivor annuity, 
to obtain the rate for $1. 00 per annum payable in equal installments at 
the end of each: 

a) monthly period, add $0. 482 to the annual rate. 
b) quarterly period, add $0. 395 to the annual rate. 

(c) semiannual period, a. dd $0. 268 to the annual rate. 
Thus, the rate for an annuity of $1. 00 per annum payable gtIarterly 
during the life of a niale annuitant aged 56, first payment three months 
hence, is $15. 089 (annual rate from Table A), plus 0. 395, or $15. 484. 
Accordingly, if the annuity were in the amount of $1, 000 per annum, 
payable quarterly, its value, according to the prescribed standard, 
would be $1, 000 times 15. 484, or $15, 484. 
SZC. 4. PARTIAL JOINT LIFE PREMIUM (Two LIvEs) . 

. 01 A necessary step in the computation of a joint and survivor 
annuity rate, shown in section 5, is to determine an ancillary value, 
which is hereinafter referred to ~as the "partial joint life premium. " 
This step of the computation utilizes Tables B and C. 
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. 0o If one or both of the annuitants is female, it is necessary, before 
entering Tables B and C, to substitute for each female annuitant a 
male annuitant 4 years younger; that is, to subtract 4 years from the 
age of each female annuitant. Tables B and C are then used with 
male ages only, either actual or substituted. 

. 03 An "equivalent equal age" corresponding to any two male ages 
can be determined by means of Table B. This age will consist of a 
whole number and a decimal. Straight line interpolation between two 
adjacent premiums in Table C will then give a value, corresponding 
to the "equivalent equal age, " which is the partial joint life premium 
to be used in the larger computation, section 5, step (9). 

Example 1. The partial joint life premium for a male annuitant 
aged 65 and a female annuitant aged. 60 is $9. 855, obtained as follows: 
Actual ages 65Male 60Female 
Subtract 4 years from the age of each female annui- 

%'M I 
ho n+ 

Male ages 65M 56M 
Difference in male ages is: 
65 less 56 or 9 years 

Add: Addition to younger age for a difference in age 
of 9 years (see Table B) 5. 518 

61, 518M Equivalent equal age 
Integral ages below and above 61. 518M: — 61M, 62M 
Partial joint life premium, two lives both aged 61M, from 

Table C 810. 088 $10. 088 
Partial joint life premium, two lives both aged 62M, from 

Table C 9. 682 

Decrease in premium for 1 year of age 80. 856 
Times fractional portion of equivalent equal age x 0. 518 

Decrease for 0. 518 of a year of age $0. 188 0. 188 

Partial joint life premium, two lives both aged 61. 518M 
Partial joint life premium, two lives aged 65&%I and 56M has 

the same value 
Partial joint life premium, two lives aged 65M and 60F also 

has the same value 89. 855 

Examp/e 8. The partial joint life premium for two female annui- 
tants aged 69 and 60 is a]so $9. 855: 
A. ctual ages 69' 60r 
Subtract 4 years from the age of each female annuitant 4 4 

$9. 855 

Male ages 65M 56iAI 

From example 1, the partial joint life premium for two lives aged 
65 Male and 56 Male is $9. 855. Therefore, the partial joint life pre- 
mium for two lives aged 69 Female and 60 Female is $9. 855. 
SEO. 5. JOINT AND SURVIVOR ANNUITY PAYABIK ANNUALI Y (Two 

LIVES. ) 
. 01 The method of computing the rate for an annuity payable 

annually during the joint lives and the life of the survivor of two 
persons (a "joint and survivor annuity") is necessarily somewhat 
involved. 
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The method consists of the following steps: 
(1) Find the sum of the two single life rates separately appli- 

cable to the annuitants, these rates being taken from Table A. 
(2) Compute the appropriate "partial joint, life premium, " 

using Tables B and C and the method outlined in section 4. 
(8) Subtract Item (2) from Item (1) to obtain the "unad- 

justed joint and survivor rate. " 
(4) Extract from Table D the two adjustment factors cor- 

responding to the age and sex of the individual annuitants. 
(5) From the unadjusted joint and survivor rate, Item (8), 

subtract whichever of the adjustment factors of Item (4) is the 
smaller. (If these factors are equal, subtract the amount of one 
of them. ) 

The result is the desired rate, that is, the rate for an annuity of. $1. 00 
per annum payable annually during~ the joint lives and the life of 
the survivor of the two annuitants, first payment one year hence. 

Example 8. The rate for an annuity of $1. 00 per annum payable 
annually during the joint lives and the life of the survivor of a Inale 
annuitant aged 65 and a female annuitant aged 60 is $17. 082, obtained 
as follows: 

Single life rate, age 66M, from Table A $11. 469 
Single life rate, age 60F, from Table A 1, &. 631 

(1) Sum of the single life rates 827. OOO 

(2) Subtract the partial joint life premium for two lives aged 6311 and 
601' (sce example 1) 9. 89$ 

(3) Unadjusted joint and survivor rate 
Adjustment factor, age 66M, from Table D 
Adjustment factor, age 60F, from Table D 

(4) Subtract the smaller of the two adjustment factors 

$17. 146 
$0. 063 
0. o21 

0. 063 

(o) Required joint and survivor rate $17, OS2 

Thus the value, according to the prescribed standard, of a joint 
and survivor annuity of $1, 000 payable annually (first payment one 
year hence) during the joint lives and the life of the survivor of a 
male annuitant ag~ed 65 and a female annuitant aged 60 is $1, 000-X 
17. 082, or $17, 082. 

Ezump/e $, The rate for an annuity of $1. 00 perannum payable 
annually during the joint lives and the life of the survivor of two 
female annuitants aged 60 and 60 is $17. 161, obtained as follows: 

Single life rate, age 69F, from Table A $11. 627 
Single life rate, age 60F, from Table A io. 631 

(1) Sum of the single life rates 
(2) Subtract the partial joint life premium for two lives aged 69F 

and 60F (see example 2) 

(3) Unadjusted joint and survivor rate 
Adjustment factor, age 69F, from Table D $0. 142 
Adjustment factor, age 60F, from Table D 0. 521 

(4) Subtract the smaller of the two adjustment factors 

(o) Required joint and survivor rate 

$27. 13S 

9. 8, » 
$17. 303 

0. 142 

$17. 161 
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Thus, the value, according to the prescribed standard, of a joint 
and survivor annuity of $1, 000 payable annually (first p~ayment one 
year hence) during the joint lives and the life of the survivor of two 
female annuitants aged 60 and 60 is $1, 000 x 17. 161, or $17, 161. 

L&'+ample o. The rate for an annuity of $1. 00 per annum payable 
annually during the joint lives and the life of the survivor of two 
male annuitants aged 65 and N is $16. 640, obtained as follows: 

Single life rate, age 65M, from Table A. $11. 469 
Single life rate, age 56M, from Table A 15. 089 

(1) Sum of the single life rates 826. 558 
(2) Subtract the partial joint life premium for two lives aged 65M 

and 56M (see example 1) 9. 855 

(8) tJnadjusted joint and survivor rate 816. 708 
Adjustment factor, age 65M, from Table D 80. 068 
Adjustment factor, age 56M, from Table D 0. 800 

(4) Subtract the smaller of the two adjustment factors 0. 068 

(5) Required joint and survivor rate 816. 640 

Thus the value, according to the prescribed standard, of a joint and 
survivor annuity of $1, 000 payable annually (first payment one 
year hence) during the joint lives and the life of the survivor of two 
male annuitants a~~ed 65 and 56 is $1, 000 x 16. 640, or $16, 640. 

. 09 for the method of adjusting the joint and survivor rate in cases 
where the annuity is payable in semiannual, quarterly, or monthly 
installments, see section 3. 
SEC. 6. RATES SUBJECT To CIIANGK. 

Tables A, B, C and D are subject to change depending upon market 
conditions. Notice of change will be given by publication in the 
Internal Revenue Bulletin. 



Szc. 7. EzzxcT oN OTrlzR DocrlMzlvTs. 
This Revenue Ruling supplements Revenue Ruling 62 — 137, page 28, 

and facilitates the valuation of certain annuity agreements according 
to the standard prescribed therein. 

TABLE A 

Single Life Rates 

Rates for immediate annuity of $1. 00 per annum 

Age 

Male 

Rate 

Female 

Age 

Male 

Rate 

Female 

10 
11 
12 
13 
14 
15 
10 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

27. 410 
27. 284 
27. 154 
27. 022 
26. 885 
26. 744 
26. 601 
26. 454 
26. 304 
26. 149 
25. 990 
25. 828 
25. 661 
25. 490 
25. 316 
25. 135 
24. 951 
24. 762 
24 507 
24. 308 
24. 163 
23. 952 
23. 737 
23. 514 
23. 286 
23. 053 
22. 812 
22. 566 
22. 312 
22. 052 
21. 785 
21. 510 
21. 228 
20. 940 
20. 643 
20. 339 
20. 027 
19. 707 
19. 382 
19. 049 

29. 431 
29. 273 
29. 112 
28. 948 
28. 780 
28. 008 
28. 432 
28. 254 
28. 072 
27. 886 
27. 696 
27. 501 
27. 303 
27. 101 
26. 895 
26. 682 
20. 407 
26. 246 
26. 020 
25. 789 
25. 552 
25. 310 
25. 063 
24. 809 
24. 550 
24. 284 
24. 012 
23. 734 
23. 449 
23. 158 
22. 858 
22. 552 
22. 239 
21. 919 
21. 590 
21. 255 

46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
00 
61 
62 
63 
04 
65 
66 
07 
68 
09 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 

18. 710 
18. 368 
18. 019 
17. 007 
17. 311 
16. 950 
16. 586 
16. 217 
15. 845 
15. 469 
15. 089 
14. 705 
14. 317 
13. 924 
13. 526 
13. 125 
12. 717 
12. 306 
11. 889 
11. 469 
11. 046 
10. 641 
10. 260 
9. 889 
9. 512 
9. 143 
8. 775 
8. 408 
8. 043 
7. 682 
7. 323 
6. 970 
6. 022 
6. 281 
5. 940 
5. 019 
5. 299 
4. 989 
4. 688 
4. 397 

20. 911 
20. 500 
20. 203 
19. 838 
19. 468 
19. 094 
18. ?14 
18. 331 
17. 942 
17. 550 
17. 154 
16. 754 
16. 351 
15. 942 
15. 531 
15. 116 
14. 696 
14. 271 
13. 842 
13. 409 
12. 970 
12. 527 
12. 078 
11. 627 
11. 172 
10. 715 
10. 256 
9. 879 
9. 502 
9. 125 
8. 749 
8. 374 
8. 001 
7. 632 
7. 266 
0. 905 
0. 549 
0. 200 
5. 857 
5. 522 
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Uniform Seniority Tttblc 

Ttvo male lives 

Diflcrcncc in agc Addition to 
younger age 

Difference in age Addition to 
younger age 

6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

. 513 
l. 051 
1. 616 
2. 206 
2. 820 
3. 459 
4. 121 
4. 806 
5. 513 
6. 241 
6. 989 
7. 756 
8. 541 
9. 343 

10. 161 
10. 994 
11. 840 
12. 700 
13. 572 
14. 455 
15. 348 
16. 251 
17. 162 
18. 082 
19. 008 
19. 942 
20. 881 
21. 827 
22. 777 
23. 732 

31 
32 
33 
34 
35 
86 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 

55 
56 
57 
58 
59 
60 

24. 691 
25. 655 
26. 621 
27. 591 
28. 564 
29. 539 
30. 517 
31. 497 
82. 479 
33. 462 
34. 447 
35. 434 
36. 422 
37. 411 
38. 401 
39. 392 
40. 384 
41. 377 
42. 370 
43. 365 
44. 359 
45. 354 
46. 350 
47. 346 
48. 343 
49. 340 
50. 337 
51, 334 
52. 382 
53. 330 

674624' — 66 4 
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TAItLZ D 

Adjustment Factors 

For use foith joint and sursieor annuities only 

[It 101. 

Age Mak Female Age Mu]e Fema]e 

7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
28 
24 
25 
26 
27 
28 
29 
30 
31 
32 
88 
34 
35 
30 
37 
88 
39 
40 
41 
42 
48 
44 
45 

1. 616 
1. 589 
l. 568 
1. 587 
1. 511 
1. 484 
l. 458 
l. 482 
1. 405 
1. 379 
l. 858 
l. 826 
1. 800 
1. 274 
1. 247 
1. 221 
1. 195 
l. 168 
l. 142 
l. 116 
1. 089 
1. 068 
l. 087 
l. 011 
. 984 
. 958 
. 932 
. 905. 
. 879 
. 853 
. 826 
. 800 
. 774 
. 747 
. 721 
. 695 
. 668 
. 642 
. 616 
. 589 

2. 020 
2. 584 
2. 542 
2. 500 
2. 458 
2. 416 
2. 374 
2. 832 
2. 289 
2. 247 
2. 205 
2. 163 
2. 121 
2. 079 
2. 037 
l. 995 
1. 953 
1. 911 
l. 868 
1. 826 
l. 784 
1. 742 
1. 700 
l. 658 
l. 616 
1. 574 
1. 532 
l. 489 
l. 447 
1. 405 
1. 363 
l. 321 
l. 279 
l. 237 
1. 195 
l. 153 

46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
50 
57 
58 
59 
60 
61 
62 
63 
64 
05 
60 
67 
68 
69 
70 
71 
72 
78 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 

. 568 

. 537 

. 511 

. 484 

. 458 

. 432 

. 405 

. 379 

. 353 

. 826 

. 800 

. 274 

. 247 

. 221 

. 195 

. 168 

. 142 

. 116 

. 089 

. 008 

. 087 

. 021 

. 021 

. 021 

. 021 

. 025 

. 029 

. 088 

. 087 

. 041 

. 045 

. 049 

. 058 

. 057 

. 001 

. 064 

. 068 

. 072 

. 070 

. 080 

l. 111 
l. 068 
1. 026 
. 984 
. 942 
, 900 
. 858 
. 816 
. 774 
. 732 
. 689 
. 647 
. 605 
. 568 
. 521 
. 479 
. 487 
. 895 
. 353 
. 811 
. 268 
. 226 
. 184 
. 142 
. 100 
. 058 
. 016 
. 016 
. 016 
. 016 
016 

. 016 

. 010 

. 010 

. 016 
016 

. 016 

. 016 

. 016 

. 016 

PART 111. — ITEMS SPECIFICALLY EXCLUDED FROM GROSS INCOME 

SECTION 101. — CERTAIN DEATH BENEFITS 

Rev. Rul. 62-102 ' 26 CFR 1. 101 — 2: Employees' death benefits. 
(A. iso Section 102; 1. 102 — 1. ) 

The Internal Revenue Service will no longer contend that section 
101 (b) of the Internal Revenue Code of 1954 applies to limit to $5, 000 
the exclusion from gross income of an amount paid to the widow of a 

u ~ d 2 9 1 117 tl* Rl 971. d t slit e19. 1992. 
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deceased employee, where the payment otherwise qualifies as a gift 
excludable under section 102(a) of the Code. 

The Service has abandoned its former contention in view of adverse 
decisions in the cases of Cruoe P. Peed et al. v. United States, 177 
Fed. Supp. 205 (1959), affirmed without opinion, 277 Fed. (2d) 456 
(1960); Virginia Luty Coign v. United 8tute8, 191 Fed. Supp. 703 
(1960); Cenevieee E. Frankel et al. v. United States, 192 Fed. Supp. 
776 (1961); and Elli8 H. Wilner et al. v. Un~ted 8tate8, 195 Fed. 
Supp. 786 (1961). The Government withdrew this argument in its 
defense of the case of Florence fT. Pice v. United 8tate8, 197 Fed. 
Supp. 228 (1961). 

Revenue Ruling 60 — 326, C. B. 1960 — 2, I, is modified accordingly. 
The Service will continue to argue that, in extending section 101(b) 

of the Code to noncontractual payments, Congress assumed that such 
payments did not qualify as gifts, thereby endorsing the Service's 
ruling in I. T. 4027, C. B. 1950 — 2, 9, that widows' payments generally 
are not gifts. 

SECTION 102. — GIFTS AND INHERITANCES 

26 CFR 1. 102 — 1: Gifts and inheritances. 

Payments received from the former employer of the taxpayer's 
deceased husband. See Rev. Rul. 62 102, page 87. 

SECTION 106. — CONTRIBUTIONS BY EMPLOYER TO 
ACCIDENT AND HEALTII PLANS 

Rev. Rul. 62 — 199 26 CFR 1. 106 — 1: Contributions by employer 
to accident and health plans. 

The taxpayer is a retired employee of a company which maintains 
a, health and accident plan to provide hospital, medical and surgical 
insurance coverage for its retired employees, as well as its active em- 
ployees. Under the, plan, the company pays two-thirds of the monthly 
premium costs of the coverage. The balance of the monthly premium 
costs are paid by the covered active and retired employees. The tax- 
payer continued coverage under the health and accident plan after 
retirement by authorizing the company retirement system to deduct 
his share of the insurance premium costs from his monthly retirement 
checks. The taxpayer does not own stock in the company. 

Hekt, amounts paid by the company under the plan as its share 
of the cost of' providing hospital, medical and surgical insurance cover- 
age for the retired employee are excludable from his gross income for 
purposes of section 106 of the Internal Revenue Code of 1954. 

SECTION 107. — RENTAL VALUE OF PARSONA. GES 
26 CFR 1. 107 — 1: Rental value of parsonages. Rev. Rul. 62 — 117 

A resolution of the executive committee of a national church 
agenc7 can not eftectively designate a portion of the salaries of min- 
isters of local congregations of the denomination involved as rental 
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allowances so as to tlualify such portion for an exclusion uuder 
section 107 of the Internal Revenue Code of 19M where each local 
congregation employs and compensates its own minister, However, 
the resolution is effective with respect to ministers in the immediate 
employ of the national church agency. 

Advice has been requested whether a resolution of the executive 
committee of a national church agency, fixing as a rental allowance a 
portion of the salaries received by all the ministers of the denolnina- 
tion, meets the requirements of section 1. 107 — 1 of the Income Tax 
Regulations so as to exclude the part of the salaries so desigllated 
from the gross income of the ministers under section 107 of the In- 
ternal Revenue Code of 1954. 

The executive committee of the national church agency passed a 
resolution designating as a rental allo~ance a portion of the salaries 
of ministers "performing services in exercise of their ministry in the 
control, conduct and ma~intenance" of local congregations of the de- 
nominations involved. The resolution by its ter~ms covered ministers 
directly employed by the liational church agency in executive and 
administrative positions as well as ministers of the local congrega- 
tions. These congregations are independent of the executive coln- 
mittee as to policy and conduct of their local afi'airs. 

Section 10? of the Code provides that, in the case of a minister of 
the gospel, gross income does not include the rental value of a home 
furnished to him as part of his compensation, or the rental allowance 
paid to him as part of his compensation, to the extent used by him 
to rent or provide a home. 

Section 1. 107 — 1(b) of the regulations provides, in e8ect, that any 
rental allo~ance paid to a minister must be properly designated as 
such pursuant to official action taken by the "employing church or 
other qualified organization. " 

The resolution in the instant case fulfilled the requirement of an 
ofiicial action with respect to the ministers, otherwise qualified, em- 
ployed by the national church agency itself and receiving compen- 
sation directly from that agency. IIowever, where, as here, the min- 
isters v ere hired and paid by local congregations, such congregatioils 
are the "employing church" and only action taken by them can ef- 
fectively designate a portion of the ministers' salaries as a rental allo~- 
ance for purposes of section 107 of the Code. 

Accordingly, it is held that, the amount designated as a rental 
allowance in the resolution of the executive committee, while effective 
so as to qualify a minister in the employ of the national church agency 
for an exclusion from gross income under section 107 of the Code, is 
not efiective to allo~ an exclusion under section 107 of the Code for 
other ministers who are employed and paid by local congregations. 

Pursuant to authority contained in section 7805(b) of the Code, 
the provisions of this Revenue Ruling with respect to ministers of the 
local congregations will be applied only as to payments made after 
December 81, 1962. 

Rev. Rul. 62 — 1?1 
Ordained ministers of the gospel who teach or have positions in- 

volving administrative and over-all management duties in parochial 
schools, colleges, or universities which are integral agencies of reli- 
gious organizations under the authority of a religious body consti- 
tuting a church or church denomination are in the performance of 
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their duties as ministers of the gospel for purposes of section 107 
of the Internal Revenue Code of 1&4. Therefore, they may exclude 
from their gross income the rental value of homes furnished to them, 
or rental allowances paid to them, as part of their compensation, 
to the extent used by them to provide homes. 

Advice has been requested whether certain ordained ministers of the 
gospel employed by parochial schools, colleges, or universities, under 
the circumstances described belo~, may exclude from their gross in- 
come, under section 107 of the Internal Revenue Code of 1954, the 
rental value of homes furnished to them, or rental allowances paid to 
them, as part of their compensation. 

The taxpayers are ordained ministers of the gospel employed as 
teachers and administrators in parochial schools, colleges or univer- 
sities which are integral agencies of religious organizations under the 
authority of a religious body constituting a church or church denomi- 
nation. All of the ordained ministers are authorized to conduct 
religious worship, to perform sacerdotal functions, and to administer 
ordinances in accordance with the prescribed rites and rituals of the 
church denomination, both in connection with and in addition to their 
other duties. 

Those ministers who are employed as teachers in the parochial 
schools teach both religious and secular subjects. Teaching and sacer- 
dotal functions are largely combined in these parochial schools and 
teachers are remunerated for both. Some of the ministers employed 
as teachers in the colleges or universities teach religious subjects, while 
others teach secular courses. Other ordained ministers are employed 
as heads of departments of religion or as administrative and executive 
heads of the parochial schools, coHeges or universities. 

Section 107 of the Code provides that, in the case of a minister 
of the gospel, gross income does not include the rental value of a 
home furnished to him as part of his compensation, or a rental allo~- 
ance paid to him as part of his compensation, to the extent used by 
him to rent or provide a home. 

Section 1. 107 — 1(a) of the Income Tax Regulations provides, in 
part, that in order to qualify for the exclusion under section 107 of 
the Code, the home or rental allowance must be provided as remunera- 
tion for services which are ordinarily the duties of a minister of the 
gospel, and that, in general, the rules provided in paragraph (e) of 
section 1. 1402(c) — 1 of the regulations, relating to the Self-Employ- 
ment Contributions Act of 1954 (chapter 2, subtitle A, Internal Reve- 
nue Code of 1954), will be applicable to such determination. 

Section 1. 1402(c) — 1(e) (2) (ii) of the regulations provides, subject 
to an exception not material here, that services performed by a min- 
ister in the exercise of his ministry include the ministration of sacer- 
dotal functions and the conduct of religious worship, and the control, 
conduct, and maintenance of religious organizations (including the 
religious boards, societies, and other integral agencies of such or- 
ganizations), under the aiithority of a religious body constituting a 
church or church denomination. 

Revenue Ruling 57 — 107, C. B. 1957 — 1, 277, holds, in part, that male 
teachers in parochial schools of a church denomination who, although 
not duly ordained as "pastors, " are inducted into the teaching ministry 
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as ministers of religion according to the rites of the church and per- 
form full-time services for the church by teaching, preaching, and, 
when needed, acting for or assisting an ordained pastor in the conduct 
of religious services, are "duly ordained, commissioned, or licensed 
ministers of a church" within the contemplation of section 1402(c) (4) 
of the Self-Employment Contributions Act of 1954, and that their 
services are performed in the exercise of their ministry. 

Revenue Ruling 55 — '43, C. B. 1955 — 1, 490, in interpreting the pro- 
visions of section 408. 215 of Regulations 128, the predecessor of section 
31. 3121(b) (8) — 1(b) of the Employment Tax Regulations, states that 
it is generally held that services performed by ordained ministers as 
heads of religious departments and as teachers and administrators on 
the faculty of a college or university which is an integral agency of a, 

religious organization under the authority of a religious body consti- 
tuting a chu~rch or church denomination are in the exercise of their 
ministry and are excepted from "employment" under section 1426(b) 
(9) (A) of the Federal Insurance Contributions Act (subchapter A, 
chapter 9, Internal Revenue Code of 1939). 

The provisions of section 31. 3121(b) (8) — 1(b) of the Employment 
Tax Regulations, applicable in determining when a minister is in the 
exercise of his duties as such for purposes of taxes under the Federal 
Insurance Contributions Act (chapter 21, subtitle C, Internal Revenue 
Code of 1954), are substantially identical to those found in section 
1. 1402 (c) — 1(e) of the Income Tax Regulations. 

In view of the reference in section 1. 107-1(a) of the regulations to 
paragraph (e) of section 1. 1402(c) — 1 of the regulations, services 
which are considered to be performed by a minister in the ex~ercise of 
his ministry for purposes of section 1. 1402(c) — 1(e) are also, in general, 
considered as services which are ordinarily the duties of a, minister 
of the gospel for purposes of section 1. 107 — 1(a). But compare the 
last sentence of section 1. 107 — 1(a) with section 1. 1402(c) — 1(e) (3) (iii) 
of the regulations. 

Accordingly, based on the foregoing, it is held that the ordained 
ministers of the gospel in the instant case who teach or have positions 
involving administrative and over-all management duties in the 
parochial schools, colleges or universities which& are integral agencies 
of religious organizations under the authority of a religious body con- 
stituting a church or church denomination are in the performance of 
their duties as ministers of the gospel for purposes oi section 107 of 
the Code and they may, therefore, exclude from their gross income the 
rental value of a home furnished to them as part of their compensa- 
tion, or rental allowances paid to them, as part of their compensation 
to the extent used by them to provide a home. 

(Also Sections 163, 164; 1. 16, 'W, 1. 164-1. ) Rev. Rul. 62 — 212 

The amounts of interest and taxes paid by a minister of the gospel in 
connection with his personal residence are allowable as itemized de- 

ductions, under the provisions of sections 163 and 164 of the Internal 
Revenue Code of 1954, respectively, even though the minister is enti- 
t]ed to a rental allowance exclusion under section 107 of the Code. 



SECTION 117. — SCHOLARSHIPS AND FELLOWSHIP 
GRANTS 

Rev. Rul. 62 — 188 26 CFR 1. 117 — 1: Exclusion of amounts received 
as a scholarship or fellowship grant. 

Grants paid to faculty members of the X University by the F 
Fund, a corporation which is managed and operated for the benefit 
of the educational program of the X University, to enable the recipi- 
ents to engage in study or research at another university during 
the summer months, are excludable from the gross incomes of the 
recipients to the extent provided in section 117 of the Internal 
Revenue Code of 1954, relating to scholarships and fellowship 
grants, subject to the limitations of section 117(b), where the re- 
cipients are not obligated to return to the X University at the end 
of the Summer or to repay the grant, or any part thereof, upon 
their failure to return, and the grants are based upon (1) the merit 
of the program of study submitted by the applicant for a grant, 
and (2} the relative importance of the plan of study submitted in 
relation to current educational demands. 

Advice has been requested whether grants paid to faculty members 
of the X University under the circumstances described below may be 
excluded from the gross incomes of the recipients under section 117 
of the Internal Revenue Code of 1954. 

The X Fund is a corporate entity separate and distinct from the 
X University. It is not an educational institution in the ordinary 
sense, but, in ejfect, is an endo~ment fund managed and operated by 
a Board of Trustees for the benefit of the educational program of 
the X University. However, both the X Fund and the X University 
are organizations of the type described in section 501(c) (3) of the 
Code and are exempt from tax under section 501(a) of the Code. 

As part of its activities, the I' Fund initiated a "Summer Faculty 
Grants" program designed primarily to enable members of the faculty 
of the X' University to engage in study or research during the sum- 
mer months at some other university. 

Under the program, applicants must submit, plans for projected 
study to the appropriate members of the Board of Trustees of the 
X Fund for approval. In the selection of the recipients of the oTants, 
consideration is given to (1) the merit of the plan submitted Ly the 
applicant and (9) the relative importance of the plan of study sub- 
mitted by the applicant in relation to current educational demands. 
In the past, the trustees of the fund have rejected many applicants 
because the study plans submitted were not considered suitable by 
the trustees. Although recipients of. grants are members of the faculty 
of the X University, they are under no obligation to return to the 
university as members of its faculty as a condition precedent to re- 
ceiving the grant, or to refund any portion thereof, whether or not 
they return to the university. 

Section 117(a) of the Code provides that, in the case of an indi- 
vidual, gross income does not include any amount received as a 
scholarship at an educational institution (as defined by section 151(e) 
(4) of the Code), or as a fellowship grant, including the value of 
contributed services and accommodations, and any amount received 
to cover certain specified expenses which are incident to a scholarship 
or to a fellowship grant, but only to the extent that the amount Is 
actually expended for the purposes enumerated therein. 



Section 117(b) (1) of the Code provides that, in the case of an 
indi»dual who is a candidate for a degree at an educational institu- 
tion, the exclusion provided by section 117(a) of the Code does not 
apply to that portion of any amount received which represents com- 
pensation for services required as a condition to receiving the scholar- 
ship or fellowship grant. 

If the individual is not a candidate for a degree, section 117(b) (2) 
provides that the gra, ntor must be an organization described in sec- 
tion 501(c) (8) of the Code, which is exempt from tax under section 
501 (a) of the Code, or one of the described government agencies or 
instrumentalities. In such cases, section 117(b) (2) (8) of the Code 
limits the exclusion to an amount equal to $300 times the number of 
months for which the recipient received amounts under the grant 
during such taxable year. Xo exclusion is allowable for a period of 
more than 86 months, whether or not consecutive. 

Section 1. 117 — 4 (c) of the Income Tax Regulations provides, as 
far as here pertinent, that any amount paid or allowed to, or on 
behalf of, an individual to enable him to pursue studies or researcli 
shall not be considered as received as a scholarship or fellowship 
grant if such amount represents either compensation for past, pres- 
ent, or future employment services or represents payment for serv- 
ices which are subject to the direction or supervision of the grantor, 
or research primarily for the benefit of the grantor. 

The facts disclose that the primary purpose of the grants con- 
cerned is to further the education and training of the recipients in 
their individual capacities. Although the recipients are employees 
of the university, they do not receive the grants in the normal course 
of their employment but. must instead submit plans for projected study 
to the trustees of the fund for approval on the basis of merit or need. 
They render no services to the university during the periods covered 
by the grants and are not obligated to do so in the future. Therefore, 
the grants in question are not compensation for past, present, or future 
employment services within the meaning of section 1. 117-4(c) of thc 
regulations. 

Accordingly, it is held that, in the instant case, the grants paid to 
faculty members of the Y University by the X Fund, to enable the 
recipients to engage in study or research at another university during 
the summer months, are excludable from the gross incomes of the 
recipients, to the extent provided in section 117 of the Code, subject 
to the conditions and limitations of section 117(b) . 

Rev. Rul. 62 — 205 

Stipends received from institutions of higher education for attend- 
ing counseling and guidance training and language development 
institutes provided by those institutions by using funds received 
from the Department of Health, Education, and Welfare, are 
scholarship or fellowship grants which are excludable from gross 
income under section 117(a) of the Internal Revenue Code of 1M4 
by individuals who are candidates for degrees. Stipends received 
by individuals attending such training institutes who are not can- 
didates for degrees, including the amount of tuition, matriculation, 
and other fees furnished or reniitted, are excludable from gross in- 
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come to the extent provided by section 117(b) (2) (B) of the Code, 
if the grantor is an organization of the type enumerated in seotion 
117(b) (2) (A) of the Code. 

Advice has been requested whether stipends received by individuals 
for attending certain training institutes at institutions of higher edu- 

cation provided by the institutions by the use of funds received from 
the Department of Health, Education, and welfare are excludable 
from the recipients' gross income as scholarships or fellowship grants. 

Under sections 511 and 611 of the National Defense Education Act 
of 1958, 90 U. S. C. 491 and M1, the Commissioner of Education is au- 

thorized to arrange, by contracts with institutions of higher educa- 
tion, for the operation by them of short-term or regular session 
institutes for the provision of training to improve the qualifications 
of. personnel engaged in counseling and guidance of students in sec- 

ondary schools, or teachers in such schools preparing to engage in 
such counseling and guidance, and for individuals who are engaged in 
or preparing to engage in the teaching, or supervising or training 
teachers of any modern foreign language in elementary or secondary 
schools. 

Each individual who is qualified to attend an institute is eligible to 
receive a stipend for the period of his attendance at such institute, and 
each such individual with one or more dependents is eligible to re- 
ceive an additional stipend for each dependent for the period of at- 
tendance. The stipends are made available in order to encourage 
and. facilitate advanced study at centers by superior young persons 
and by mature professional individuals. The grantees do not incur 
any independent obligation to any educational institution or the 
United States Government by accepting the stipends. 

Section 117(a) of the Internal Revenue Code of 1954 provides that, 
subject to certain conditions and limitations, amounts received by an 
individual under a scholarship or a fellowship grant are excludable 
from gross income, In the case of an individual attending an educa- 
tional institution, who is working toward a degree, the total amount of 
the stipend received under the grant is excludable from his gross 
income. 

Section 117(b) (o) of the Code provides, in the case of an individual 
who is not a candidate for a degree, that the exclusion applies only if 
the grantor is an organization of the type described in section 
117(b) (o) (A) of the Code, and the amount excludable is limited to 
an amount which is not in excess of $800 per month times the number 
of months for which the recipient received benefits under the scholar- 
ship or fellowship grant during the taxable year. No such exclusion 
is allowed after the recipient has been entitled to any exclusion for a 
period of 36 months, whether or not consecutive. 

Under section 1. 117 — 8 of the Income Tax Regulations, the terms 
"scholarship" and "fellowship grant" include the value of any amount 
received in the nature of a f amily allowance for dependents. See Rev. 
Rul. 55 — 554, C. B. 1955 — o, 36. 

Accordingly, it is held that stipends received from institutions of 
higher education for attending counseling and guidance training and 
language development institutes provided by those institutions, by 
using funds received from the Department of Health, Education, and 



Welfare, are scholarships or fellowship grants which are excludable 
from gross income under section 117(a) of the Internal Revenue Code 
of 1954 by individuals who are candidates for degrees. 

Stipends received by individuals attending such training institutes 
who are not candidates for degrees, includin~g the amount of tuition, 
matriculation, and other fees furnished or remitted, are excludable 
from gross income to the extent provided by section 117(b) (2) (H) of 
the Code, if the grantor is an organization of the type enumerated in 
section 117(b) (2) (A) of the Code. 

26 CFR 1. 117 — 4: Items not, considered 
as scholarships or fellowship grants. 

Statutory pay of a cadet of the United States Coast Guard Academy. 
See Rev. Rul. 62 — 122, page 12. 

PART V. — DEDUCTIONS FOR PERSONAL EXEMPTIONS 

SECTION 151. — ALLOWANCE OF DEDUCTIONS FOR 
PERSONAL EXEMPTIONS 

26 CFR 1. 151 — 2: Additional exemptions for dependents. 

Travel and living expenses of son serving as a missionary. See Rev. 
Rul. 62 — 113, page 10. 

PART VL — ITEMIZED DEDUCTIONS FOR INDIVIDUALS AND CORPORATIONS 

SECTION 161. — ALLOWAiVCK OF DEDUCTIONS 

26 CFR, 1. 161 — 1: A. llowance of deductions. 

Deduction by employees of expenses attributable to the use of a 
personal residence in the perfonnance of their duties. See Bev. Rul. 
62 — 180, page 52. 

SECTION 162. — TRADE OR HUSINESS EXPENSES 

26 CFR 1. 162 — 1: Business expenses. Rev. Rul. 62 — 136 

So-called "payola" payments made to disc jockeys of radio or tele- 
vision musical programs on or after December 6, 1959, are not 
deductible under section 162 of the Internal Revenue Code of 1954. 

"Payola" payments made to disc jockeys prior to December 6, 
1959, are not deductible under section 162 of the Code in cases 
in which it is determined that the payments frustrated a sharply 
defined public policy expressed by a particular state. 

Advice has been requested as to the deductibility, for Federal income 
tax purposes, of so-called "payola" payments made to disc jockeys. 



"Payola, " as that term is commonly understood, may be defined as 
the payment of money, or other valuable consideration, to disc jockeys 
of musical programs on radio and television stations to induce, stim- 
ulate or motivate the disc jockey to select, broadcast, "expose" and 
promote phonograph records in which the payor has a financial 
interest. In such transactions, there is an express or implied under- 
standing that the disc jockey will conceal the receipt of the "payola" 
payments from the public. 

Section 162 of the Internal Revenue Code of 1954 provides, in part, 
that there shall be allowed as a deduction all the ordinary and neces- 
sary expenses paid or incurred during the taxable year in carrying on 
any trade or business. 

Where an expense qualifies as ordinary and necessary, deduction 
will not be denied unless the payment of such expense frustrates 
sharply defined national or state policy proscribing particular types 
of conduct. See Thonmg B. Li7ly eS mx v. C'omni gsioner, 843 U. S. 90, 
Ct. D. 1741, C. B. 19M — 1, 16. 

On December 6, 1959, the Federal Trade Commission announced by 
news release that it had issued complaints against certain record 
manufacturers and record distributors, charging that their "payola" 
disbursements to disc jockeys deceived the public and restrained com- 
petition and, therefore, were in violation of section 5 of the Federal 
Trade Commission Act, 15 US. C. 45. 

Subsequently, the Federal Communications Commission stated, in 
its Public Notice 85460, dated March 16, 1960, 25 F. R. 2406, that the 
purpose of section 317 of the Federal Communications Act, 47 U. S. C. 
817, requiring announcement of sponsorship where consideration is 
paid to a radio station for a broadcast, "was clearly to prevent decep- 
tion on the part of the public gro~ing out of concealment of the fact 
that the broadcast of particular program material was induced by 
consideration received by the licensee. " Public Law 86 — 752, Septem- 
ber 18, 1960, amended section 817 of the Federal Communications 
Act to provide for fines and imprisonment of the payor and recipient 
violators pertaining to "payola. " 47 U. S. C. 508. 

The Federal Trade Commission announcement of December 6, 1959, 
was an expression of. sharply defined Federal policy against "payola. " 
Accordingly, it is held that "payola" payments made to disc jockeys 
of radio or television musical programs on or after that date are not 
deductible as ordinary and necessary trade or business expenses under 
section 162 of the Code. 

Since no sharply defined Federal policy against "payola" was ex- 
pressed prior to December 6, 1959, a determination whether such pay- 
ments made to disc jockeys before that date are deductible for Federal 
income tax purposes will be made on the basis of the particular facts 
and circumstances of each case. A deduction will not be allowed in 
a case where "payola" payments made prior to December 6, 1959, are 
found to have frustrated a sharply defined public policy proscribing 
particular types of conduct expressed by a particular state. In addi- 
tion, deduction of "payola" payments will be disallowed in all cases 
where the taxpayer fails to furnish the Internal Revenue Service with 
the naines and addresses of the persons to whom the payments were 
made. See Mimeograph 4151, C. B. XIII — 1, 47 (1%4) . 
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Rev. Rul. 62 — 156 
Expenditures made by a taxpayer engaged in a trade or business, 

other than as an employee, for advertising designed to encourage the 
public to register and vote in Federal, state and local elections and 
to contribute to the campaign funds of the candidate or party of 
their choice are deductible by the taxpayer under section 162(a) of 
the Internal Revenue Code of 1064, provided such advertising was 
intended to be, and was, in fact, politically impartial in character, 
was reasonably related to future public patronage expected by the 
taxpayer and, provided also, that such expenditures otherwise meet 
the requirements of that section of the Code. 

Amounts expended by such a taxpayer in sponsoring the politically 
impartial presentation of a debate among the candidates for a par- 
ticular political oflice are also deductible under section 162(a) of 
the Code, provided, they are reasonably related to the taxpayer's 
expected future public patronage, and otherwise meet the require- 
ments of that section of the Code. 

Where such a taxpayer makes expenditures and incurs costs to 
encourage its employees to register and vote in Federal, state and 
local elections by granting them time off with pay for such purposes, 
and to contribute to the campaign funds of the party or candidate 
of their choice by maintaining a completely voluntary payroll deduc- 
tion plan for those wishing to make such contributions, the costs 
of handling these items are deductible by the taxpayer under sec- 
tion 162(a) of the Code, provided such encouragement of employee 
political activity is politically impartial in character and such 
expenditures are reasonably related to the maintenance or improve- 
ment of employee morale and otherwise meet the requirements of 
section 162(a) of the Code. 

Advice has been requested whether expenses paid or incurred by 
the taxpayer, in connection with Federal, state and local elections, 
for the purposes of: (1) advertising designed to encourage the pub- 
lic to register and vote and to contribute to the political party or 
campaign fund of a candidate of their choice, (o) sponsoring a politi- 
cal debate among candidates for a particular political oSce, (8) 
granting employees time o6 with pay for registration and voting, and 
(4) maintaining a payroll deduction plan for employees wishi~Ig to 
make political contributions, are deductible under section 162(a) of 
the Internal Revenue Code of 1M4. 

The taxpayer is engaged in a trade or business other than as an 
employee. It manufactures products which are sold under its own 
name. 

During the taxable year, the taxpayer made several substantial 
expenditures and incurred a number of costs, in connection with Fed- 
eral, state and local elections. The extent to which, if at all, each 
expenditure is deductible by the taxpayer under section 16o(a) of 
the Code is the question presented in the instant case. 

In support of a campaign to maximize the number of those voting 
in Federal, state and local elections, the taxpayer purchased a full 
page of advertising space in newspapers urging the public to register 
and vo'te for the party or candidate of their choice. People were also 
urged, wherever possible, to contribute money and work for what- 
ever candidate, party, or cause they preferred. The advertisements 
contained a statement that they were paid for in the interest of 
encouraging all eligible persons to vote as a demonstration of good 
citizenship without regard to the specific political choices or prefer- 
ences expressed at the polls. The advertisements designated the tax- 
payer as their sponsor. 



The taxpayer mailed a similar message to each of. its employees en- 
couraging them to register and vote in the elections and to work for, 
and contribute to the candidate or party of their choice. As a means 
of. inducing employees to vote, the taxpayer overed, and. later gave, 
each employee who wished to vote two hours time ojf, with pay, on 
election day. It also instituted an entirely voluntary plan under 
which employees could authorize the taxpayer to deduct political con- 
tributions from their pay and forward them to whatever political 
candidate, cause, or party the employee chose to designate. 

The taxpayer also sponsored the production and presentation of 
a debate among the candidates for a particular political ofFice. The 
program was arranged in a manner intended to give each candidate an 
equal opportunity to present himself and his views to the public and 
the "ground rules" for the program were agreed upon in advance by 
the candidates. At the beginning and end of the program it was 
announced that the program was paid for by the taxpayer in the hope 
that it would increase the interest and knowledge of the public regard- 
ing the candidates and programs at issue in the elections. The tax- 
payer expected that sponsorship of the debate would increase its 
future public patronage by keepinq its name before the public. 

Section 169(a) of the Code provides, in part, that, in general, there 
shall be allo~ed as a deduction all the ordinary and necessary ex- 
penses paid or incurred during the taxable year in carrying on any 
trade or business. 

Section 1. 162 — 15(c) (1) of the Income Tax Regulations promul- 
gated under section 169 of the Code provides as follows: 

Expenditures for lobbying purposes, for the promotion or defeat 
of legislation, for political campaign purposes (including the support 
of or opposition to any candidate for public office), or for carrying 
on propaganda (including advertising) related to any of the fore- 
going purposes are not deductible from gross income. For example, 
the cost of advertising to promote or defeat legislation or to influence 
the public with respect to the desirability or undesirability of pro- 
posed legislation is not deductible as a business expense, even though 
the legislation may directly affect the taxpayer's business. On the 
other hand, expenditures for institutional or "good will" advertising 
which keeps the taxpayer's name before the public are generally 
deductible as ordinary and necessary business expenses provided 
the expenditures are related to the patronage the taxpayer might 
reasonably expect in the future. For example, a deduction will ordi- 
narily be allowed for the cost of advertising which keeps the tax- 
payer's name before the public in connection with encouraging 
contributions to such organizations as the Red Cross, the purchase 
of United States Savings Bonds, or participation in similar causes. 
In like fashion, expenditures for advertising which present views 
on economic, financial, social, or other subjects of a general nature 
but which do not involve any of the activities speciffed in the first 
sentence of this subparagraph are deductible if they otherwise meet 
the requirements of the regulations under section 162. 

Whether the expenses paid or incurred by the taxpayer in connec- 
tion with an election are deductible is a question of fact, the resolution 
of which requires a consideration of all the facts and circumstances 
surrounding each expenditure made or cost incurred. 

The deductibility of the taxpayer's expenditures for newspaper 
advertising urging the public to participate in elections depends, in 
large measure, upon whether such expenditures are in the nature of 
good will advertising intended to keep the taxpayer's name before the 
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public in connection with an organization or cause similar to those 
described in the regulations, or whether they are made for a purpose 
for which deduction is prohibited by the regulations. 

Amounts spent by a taxpayer for politica]ly impartial advertising 
encouraging eligible persons in the community to register and vote 
in elections are expended in the advancement of a cause similar to 
encouraging the purchase of United States Savings Bonds, as de- 
scribed in section 1. 162 — 1o(c) (1) of the regulations. However, ex- 
penditures for such activity will be deductible under section 162 of 
the Code only insofar as they are politically impartial in nature and 
are reasonably related to future public patronage expected by the tax- 
payer. For example, if a message is directed to an audience the re- 
sponse of which would reasonably be expected to redound to the ben- 
efit of one political group or faction, such a message would not be 
politically impartial and the expenses incurred with respect thereto 
would constitute an expenditure for political campaign purposes, 
which as provided in the above-quoted section of the regulations 
would not be deductible from gross income. 

Although expenses paid or incurred by a taxpayer in encouraging 
its own employees, like the general public, to register and vote in elec- 
tions, in granting them time off with pay to register and vote, and in 
deducting and forwarding employee political contributions, may not 
be d6'ectly connected with the anticipated future patronage of the 
taxpayer by the public, it would not be unreasonable for the taxpayer 
to expect that such expenditures would improve employee morale and 
ultimately improve its business. It could also be reasonably antici- 
pated that a reputation for encouraging employees to vote and other- 
wise exercise their rights and duties as citizens would bene6t its busi- 
ness. In the absence of evidence that such expenditures were not 
politically impartial, or were unreasonable in amount, such expenses 
come within the meaning of the term "ordinary and necessagr" as 
used in section 169 of the Code. 

Amounts expended by the taxpayer for the sponsorship of. a debate 
under the circumstances described above are similar to the taxpayer's 
expenditures for newspaper advertisements, in that, in each case, the 
publicity expected by the taxpayer as sponsor of the debate, was rea- 
sonably related to future public patronage expected by the ta'xpayer. 

Although section 1. 162 — 15(c) of the regulations contemplates the 
deduction of expenses paid or incurred in connection with political 
a8airs, provided they manifest political impartiality, that is not 
to say that total political balance must, always be assured to 
result from such expenditures. For example, all the available 
evidence in the instant, case indicates that the taxpayer's intention 
in sponsoring the debate was to present a forum in v hich each 
candidate would appear and present his views. Genuine attempts 
were made to present each of the candidates under circumstances as 
nearly equal as possible, and each of the candidates agreed, in advance, 
to the format of the program and to the rules for the conduct of the 
debate. Whatever the outcome of the program from the standpoint 
of a particular candidate, the results of the program are most reason- 
ably attributable to the candidates themselves, and responsibility for 
the result, is not that of the taxpayer, which me~rely provided the arena 
jn which those results may have been achieved. 
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Accordingly, it is held that expenses of the nature described above 
incurred by the taxpayer to encourage the public and its own em- 
ployees to register and vote in elections and to work for and contrib- 
ute to the campaign funds of the candidate or party of their choice, 
and for the sponsorship of a debate among the candidates for a par- 
ticular political once, are deductible under section 162(a) of the Code 
as ordinary and necessary expenses of doing business, provided such 
encouragement and sponsorship were intended to be, and were, in 
fact, politically impartial in character, and that such expenditures 
were reasonably related to the taxpayer's expected future public 
patronage and otherwise satisfy the requirements of the Code. 

Rev. Rul. 62 — 175 ' 
Attorneys' fees and related legal expenses paid or incurred in 

unsuccessfully defending a prosecution for a criminal violation of 
the Sherman Anti-Trust Act are not deductible under section 102 
of the Internal Revenue Code of 1954. 

G. C. M. 24977, C. B. 1944, 99, modified. 

Reconsideration has been given to G. C. M. 24877, C. B. 1944, 98, re- 
lating to the deductibility of legal expenses incurred in an unsuc- 
cessful defense of a suit brought for violation of the Sherman Anti- 
Trust, Act, . 

G. C. M. 24877 holds, inter aHa, that legal expenses incurred by a 
corporation in defense of a suit brought against it for violation of 
the Sherman Anti-Trust Act, in which suit the corporation was found 
guilty, are deductible as ordinary and necessary business expenses 
to the extent that such expenses were incurred in its 

oisin 

behalf. The 
holding of G. C. M. 24877 was based, in large Ineasure, upon the deci- 
sion of the Supreme Court of the United States in the case of Com. 
missioner v. S. B. Ifeininger, 820 U. S. 467 (1948), Ct. D. 1596, C. B. 
1944, 484, and upon the decision of the Tax Court of -the United States 
in the case of Longhorn Portland Cement Co. v. Commissioner, 8 
T. C. 810 (1944), acquiescence, in part only, C. B. 1944, 18, reversed 
on another issue, 148 Fed. (2d) 276 (1945), Ct. D. 1665, C. B. 1946 — 1, 
58, certiorari denied, 826 U. S. 728 (1945) . 

Section 162(a) of the Internal Revenue Code of 1954 provides, in 
part, that, in general, there shall be allowed as a deduction all the 
ordinary and necessary expenses paid or incurred during the taxable 
year in carrying on any trade or business. 

As a general rule, legal expenses incurred in the unsMooessjul de- 
fense of a criminal prosecution are not deductible for Federal income 
tax purposes. See Burroughs Building Material Co. v. Cofnmissioner, 
18 B. T. A. 101 (1980), a]armed, 47 Fed. (2d) 178 (1981), Ct. D. 297, 
C. B. X — 1, 897 (1981); C. W. Thomos v. Commissioner, 16 T. C. 1417 
(1951); and Thomas A. Joseph et ux v. Commissioner, 26 T. C. 562 
(1956). G. C. M. 24877 represents a departure from that general rule. 

In the A'eininger decision, supra, the Supreme Court afBrmed a 
decision of the United States Circuit Court of Appeals for the Seventh 
Circuit which held that lawyers' fees and related legal expenses 

' Also released as Technical Information Release 400. dated October 1, 1962. 



incurred by the taxpayer in contesting the issuance of a fraud order 
by the Postmaster General were deductible as ordinary and necessary 
business expenses. The taxpayer was in the business of making and 
selling f alse teeth by mail. 

After concluding that the taxpayer's legal expenses were both 
"ordinary and necessary, " as those words are used in the Code, the 
Court stated that if the taxpayer was to be denied a deduction it must 
be on the ground that the allowance of the deduction would frustrate 
the sharply defined policies of' the statutes authorizing the Postmaster 
General to issue fraud orders. The Court determined that that would 
not be the result. of permitting the taxpayer the deduction. The Court 
stated on pages 474 and 475: 

to allow the deduction of respondent's litigation expenses would not 
frustrate the policy of these statutes; and to deny the deduction would attach 
a serious punitive consequence to the Postmaster General's finding which Con- 
gress has not expressly or impliedly indicated should result from such a finding. 
u e hold therefore that the Board of Tax Appeals was not required to regard 
the administrative finding of gtttlt under 99 U. S. C. sections 259 and 722 as a 
rigid criterion of the deductihility of respondent's litigation expenses. 
[Emphasis added. ] 

In the Longhorn case, supra, the Tax Court considered the question 
whether certain payments made in compromise of a, suit brought by 
the State of Texas against the taxpayers for alleged violations of its 
anti-trust laws, and attorneys' fees and related expenses paid in con- 
nection therewith, were ordinary and necessary expenses paid in 
carrying on the taxpayer's business. It was held that both the com- 
promise payments made by the taxpayer and his attorneys' fees were 
properly deductible. The Internal Hevenue Service acquiesced on the 
issue of the deductibility of the attorneys' fees, but appealed on the 
issue of the deduction of the compromise payments made in settle- 
ment of the suit. On this issue the United States Circuit Court of 
Appeals for the Fifth Circuit later reversed the Tax Court. See 
Commissioner v. Longhorn Portland Cement Co. , 148 Fed. (2d) 276 
(1M5), Ct. D. 1665) C. B. 1N6 — 1, 53. 

In both the Heininger and the Longhorn cases the taxpayers were 
threatened with a severe if not complete diminishment of their busi- 
nesses and neither case involved a taxpayer who has unsueeessjuOy 
defended a orimina/ prosecution. Although the taxpayer in the 
Heininger case was unsuccessful, in the sense that the Postmaster Gen- 
eral ultimately issued a fraud order which had the eRect of drastically 
restricting, if not destroying, the taxpayer's mail order business, the 
taxpayer was the subject of only an administrative finding of guilt. 
In the Longhorn ease the ultimate result of the State's prosecution 
was not an admission or proof of the taxpayer's guilt, but a com- 
promise settlement. In both cases the threat to the taxpayers' business 
was clearly apparent but no criminal action was involved. 

G. C. M. 24377 erroneously applied the rationale of the Heininger 
and Longh, orn decisions in allowing deduction of legal expenses in- 
curred in the unsuccessful defense of a criminal prosecution. The 
deduction for legal expenses incurred in the unsuccessful defense of 
a criminal action brought under the Sherman Anti-Trust Act wouhl 
frustrate the sharply defined national policy as expressed in such Act. 

S74g24' — 6S 5 



Accordingly, it is held that, attorney's fee and related legal ex- 
penses incurred in an unsuccessful defense of a criminal action brought 
for a violation of the Sherman Anti-Trust A. ct are not deductible as 
ordinary and necessary expenses of doing business. 

G. C. M. 94377, C. B. 1044, M, is hereby modified to the extent in- 
consistent, with the foregoing. 

Rev. Rul. 62 — 180 (Also Sections 62, 161, 167; 1. 62 — 1, 
1. 161 — 1, 1. 167 (a) -1. ) 

Guidelines for determining the amount of a deduction, for Federal 
income tax purposes, to which an individual is entitled for expenses 
attributable to the portion of his personal residence which he uses in 
the performance of his duties as an employee. 

The Internal Revenue Service has been requested to furnish guide- 
lines for determining the amount of the deduction to which an indi- 
vidual is entitled for the ordinary and necessary expenses attributable 
to the portion of his personal residence which he uses in the perform- 
ance of his duties as an employee. 

Section 162 of the Internal Revenue Code of 1054 provides, in part, 
for the deduction of all ordinary and necessary expenses paid or 
incurred during the taxable year in carrying on a trade or business. 
Section 168 of the Code provides for the deduction of interest paid 
or accrued within the taxable year on indebtedness, and section 164 
of the Code provides for the deduction of taxes paid or accrued within 
the taxable year. Section 167 of the Code provides for the deduction 
as depreciation of a reasonable a'llowance for exhaustion, wear and 
tear of property used in a trade or business. 

The performance of services as an employee constitutes the carrying 
on of a trade or business. Therefore, the ordinary and necessary 
business expenses of an employee in connection with his employment 
are deductible. 

However, in the case of an employee, other than an outside sales- 
man, as defined in section 1. 62 — 1(h) of the Income Tax Regulations, 
section 69 of the Code limits the deductions allowable in computing 
adjusted gi'oss income to expenditures for travel, meals and lodging 
while away from home in connection with the performance by him of 
services as an employee, expenses under a reimbursement or other 
expense allowance arrangement with his employer, and expenses of 
transportation. Other business expenses of such an employee are 
deductible only in computing taxawe income as provided in section 
161 of the Code. Outside salesmen are permitted by section 62 of the 
Code to deduct their allowable business expenses in computing 
adj usted gross ineorne. 

An employee who, as a condition of his employment, is required to 
provide his own space and facilities for performance of his duties 
and regularly uses a portion of his personal residence for that purpose 
may deduct a pro rata portion of the expenses of maintenance and 
depreciation on his residence. However, the voluntary, occasional, 
or incidental use by an employee of a part of his residence in connec- 
tion with his employment does not entitle him to a business expense 
deduction for any portion of the depreciation and expenses of main- 
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taining his residence. See section 1. 262 — 1(b) (8) of the regulations 
and Example (6) below. 

Tlie burden of proof rests upon the taxpayer to establish (1) that, 
as a condition of his employment, he is required to provide his own 
space and facilities for performance of some of his duties, (2) that 
he regularly uses a part of his personal residence for that, purpose, 
(8) the portion of his personal residence which is so used, (4) the 
extent of such use, and (5) the pro rata portion of the deprecia- 
tion and expenses for maintaining his residence wliich is properly 
attributable to such use. 

Records should be maintained by the taxpayer which will provide 
the data necessary to properly compute the amount of the deduction 
in accordance with the rules prescribed herein and as illustrated in 
the examples below. See section 1. 162 — 1'7(d) of the regulations re- 
garding expenses for which an accounting to the employer is not 
required. Cancelled checks, receipts and other evidence of the ex- 
penses paid should be retained and kept available to substantiate the 
deductions claimed. 

The deductible expenses of an employee, whose conditions of em- 
ployment are such that he regularly uses a part of his residence in 
the performance of his duties as an employee, include a pro rata portion 
of such items as r~ent light, taxes, and interest on a mortgage. No 
portion of purely personaI expeiises attributable to family household 
purposes are deductible. 

The costs of repairs that do not benefit the portion of the residence 
used for business purposes are not deductible. Thus, the costs of 
painting and repairs to rooms, other than the one used for business 
purposes, are not deductible. However, a pro rata portion of. the cost 
of painting the outside of the residence or repairing the roof, for 
example, would be deductible. The costs of painting and repairs to 
a room used exclusively for business purposes would be deductible 
in full, and a pro rata portion would be deductible if a part of the 
room was used for business purposes. Expenditures for lawn care, 
landscaping, etc. , are not, deductible. 

The basis for computing the, depreciation allowed or allowable on 
that portion of a personal residence owned by the taxpayer and used 
in his trade or business is, at the time of conversion to business use, 
the lesser of the fair market value or the adjusted basis of the entire 
residence (exclusive of the land) . See section 1. 16? (f) — 1 of the regula- 
tions. Tlie adjusted basis is the cost or other basis adjusted for losses, 
such as casualty' losses, and expenditures properly chargeable to capital 
account, such as improvements or betterments. See section 1. 1016 — 2 
of the regulations. 

Generally, in computing the reasonable allowance for depreciation, 
the applicable basis of the residence is reduced by its salvage value. 
Salvage value is the estimated amount which would. be realized at, the 
end of the useful life for business purposes on the assumption that 
the entire residence is sold or disposed of at that time. Only that 
part of the remainder which is attributable to the business portion, 
divided by the number of years it is estimated that the employee will 
be required to use a portion of his residence in his trade or business, 
is a]towable as a depreciation deduction for the periods such portion 
is required to be so used. See section 1. 16?(a) — 1 of. the regulations. 
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The portion of a, personal residence which is used for business pur- 
poses may be part, of a room or one or more rooms. It may be used 

exclusively for business purposes or it may be so used only part of the 
time. . In any event, for the expenses attributable to such an area to 
be deductible, the use of a particular area must be re~lar and not 
merely incidental cr occasional; 

Where a portion of a residence is devoted to business purposes 
on a regular basis, the portion of. the depreciation and other costs in- 

curred in maintaining the residence, which is properly attributable 
to the spa, ce used in business, is a question of fact to be decidecl in 
each case. However, in making an allocation of expenses, it would, 
if the circumstances warrant, be proper to compare the. number of 
rooms or square feet of space devoted to a business purpose to the 
total number of rooms or square feet in the residence and apply the 
ratio thus arrived at to the total of each of the expenses properly 
attributable to the use of part of the residence for business purposes. 
Such methods of allocation are not the only methods which may be 
made. Any other method which is reasonable under the circum- 
stances will be acceptable. 

Where a portion of the residence is regularly used for business 
purposes only part of the time, a further allocation must be made on 
the basis of the ratio of the time the area is actually used for business 
purposes to the total time it is available for all uses. See Example 
(5) below. 

The application of the foregoing principles is illustrated by the 
examples below. In these examples taxes and interest, on a mortgage 
on the taxpayer's residence have been included in the computations 
only in the case of outside salesmen since they may deduct from gross 
income, in computing adjusted gross income, expenses attributable 
to the portion of their residence used for business purposes in con- 
nection with their employment. Other employees, in the absence of a 
reimbursement or other expense allowance arrang&~ement, may deduct 
such expenses only in computing taxable income, and only v, -hen they 
do not use the standard deduction or optional tax table. 

Examp/e (1). A is employed as an outside salesman, as defined in 
section 1. 62 — 1(h) of the regulations, by a wholesale jewelry company. 
As a condition of his employment, he is required by his employer to 
write his orders, make reports, etc. The company does not provide 
him with office space; therefore, A does this work at home. IXe owns 
his residence, which has „n area of 2, 000 square feet, has furnished 
one room (10 x 12 feet) as an office and uses it solely in connection with 
his employment. 

Since A is an outside salesman and the room he uses solely for 
business purposes is 6 percent (120/2, 000) of the area of his residence, 
6 percent of the depreciation and expenses may be attributed to the 
portion of A'8 residence used for business purposes and is deductible 
in computing his acljusted gross income. 

A'a electric bill was $100 for the year. Of this amount $60 is attrib- 
utabie to lighting; $40 is attributable to purely personal uses and is not 
deductible. A's gas bill for the year v as $310 of which $250 is attrib- 
utable to heating his residence; $60 is attributable to purely personal 
uses and is not d~eductible. During the year A painted the room used 
for his office, the cost of which was $20. 



The computation of the allowable deduction is as follows: 
Real estate taxes 
Li ht 1g 
Fire insurance on residence 
Heat 
Interest on mortgage 
Depreciation on house 

Total 

[( 162. 

$200. 00 
60. 00 
18. 00 

260. 00 
760. 00 
460. 00 

$1, 728. 00 

Amount attributable to business use: (6% of $1, 728. 00) $108. 68 
Cost of painting room used as an office 20. 00 

Total amount deductible $128. 68 
The balance of the real estate taxes, $188, and interest, $705, is 

deductible from aclj usted gross income in computing taxable income 
if A does not use the standard deduction or optional tax table. 

Excnnp/e (8) . B, a postal transportation clerk is required by the 
United States Post, Once Department to maintain distribution 
schemes, schedules, and examination cards; handle official correspond- 
ence; and prepare material for his mobile unit, assignment outside 
his scheduled tour of duty. He is also required to maintain corre- 
spondence files, registry records, trip reports, pouch labels, forms for 
supplies, etc. The Post Office Department does not provide space for 
these purposes. B owns his home and has set aside an area of 
60 square feet in one of the rooms which he uses solely for the storage 
of materials and space for a desk at which he performs the clerical 
duties required of him outside of his scheduled tour of duty. 

Since the area used exclusively for business purposes is 60 square 
feet and the total area of the residence is 1, 500 square feet, 4 percent 
(60/1, 500) of the depreciation and expenses is attributable to business 
use and is deductible. 

B's gas bill ivas $320 for the year of which $NO is attributable to 
heating his residence; $70 is attributable to purely personal uses and 
is not de luctible. B's electric bill for the year was $65 of which $50 
is attributable to lighting; $15 is attributable to purely personal uses 
and is not deductible. 

The allowable deduction is computed as follows: 
Heat $250. 00 
Light 60. 00 
Fire insurance on residence 15'. 00 
Depreciation on house 800. 00 

Total $61~. 00 
Expenses attributable to business use: (4% ot $61o 00) $24. 60 

The amount of @4. 60, plus the amounts of taxes and mortgage in- 
terest on B's residence, are deductible from adjusted gross income in 
computing taxable income if. B does not, use the standard deduction or 
optional tax table. 

Example (8) . C, who is a zone sales supervisor (not, an outside 
salesman) for corporation X, is not provided with office space by his 
employer. One of his duties is the submission of detailed weekly re- 
ports to the home ofiice. C is unable to work on the reports while 
traveling, so he prepares them at home. For this purpose he parti- 
tioned ofi' 79 square feet in his residence as an office. This space is not 
used for any other purpose. IIe owns his residence, which has an a, rea 
o f 3 600 square feet. 



Two percent (72/8, 600) of the depreciation and expenses would be 
considered attributable to business use and would be deductible from 
C's adjusted gross income in arriving at his taxable income if he does 
not use the standard deduction or the optional tax table. 

C's gas bill for the year was $870 of which $600 is attributable to 
heatin~g his residence; $70 is attributable to purely personal uses and 
is not deductible. C's electric bill for the year was $85 of which $70 is 
attributable to lighting; $15 is attributable to purely personal uses 
and is not deductible. During the year he paid $150 for repairs to the 
roof of his home and his gas furnace. 

0's allowable deduction is computed as follows: 
Heat $800. 00 
Light 70. 00 
Repairs to roof and gas furnace 1o0. 00 
Depreciation on house 7 &0. 00 
Fire insurance on house 20. 00 

Total $1, 200. 00 
Amount attributable to business use. : (2% of 81, 200. 00) $26. 80 

The amount of $25. 80, plus the amounts of taxes and mortgage in- 
terest on C's residence, are deductible from adjusted gross income in 
computing taxable income if 0 does not use the standard deduction or 
optional tax table. 

Although C had his dining room painted at a cost of $75, none of 
this amount is deductible, since the space 0 used for business purposes 
was not benefited by this expenditure. 

Example (/I. ). D, a corporation executive, can remain at or return 
to the company's Oisces when he finds it, necessary to work after regu- 
lar hours. As a matter of personal convenience, however, he takes 
work to his residence and has furnished one room there as an ofBce in 
order to have a place where he can work undisturbed. 

Since oflice space is available to him after hours at the company's 
OSces, the expenses attributable to that part of his personal residence 
which he maintains as an oflice are, therefore, not ordinary and neces- 
sary business expenses and are not deductible. 

L&'vamp/e (8). As a condition of his employment, E, an outside 
salesman, is required to do his clerical work on his own time and 
;iway from the company oflice. IIe does this work at his residence 
which he rents. He must do this work on a regular basis in order 
to keep his orders current. He uses the den as an olBce. The den 
is also available for family use. He uses the den for business pur- 
poses an average of two hours per day. Therefore, two twenty- 
fourths of the expense allocable to the den is deductible as business 
expenses. The den is 10 x 15 feet and the total area of the house is 
2, 000 square feet. Therefore, 7. 5 percent (150/2, 000) of the expenses 
is allocable to the den. 

E'a electric bill for the year was $100 of which $60 is attributable 
to lighting; $40 is attributable to purely personal uses and is not 
deductible. E spent $285 for oil. Of this amount $250 is attributable 
to heating his residence; $35 is attributable to purely personal uses 
and is not deductible. 

The allowable deduction from gross income in computing adjusted 
gl oss incomey for the portion o f the expenses attributable to the busi- 
ness use of the den, is computed as follows: 



Li ht 
lieut 
Rent 
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$60. 00 
250. 00 

2, 400. 00 

To s ts el $2, 710. 00 
ExPenses attributable to the den (7. 5fyyt of 82, 710. 00) $203. 25 
Expenses attributable to business use of den (2/4 of $206. 25) $16. 94 

Ezwnp/e (6'). During the course of business each day, F, the 
manager of the sales audit branch of a corporation, is required to 
submit a daily sales report, for the preceding day. Under ordinary 
circumstances, he has time to finish his report during regular once 
hours. Occasionally, he is unable to complete the report by the close 
of business and finds it necessary to work on it after hours. Since 
the corporation's offices are closed to employees after six o' clock, he 
takes the report home on these occasions and works on it at a d. esk in 
his den. 

Since the business use of the den is incidental and occasional rather 
than regular, the expenses of maintaining his residence which are 
allocable to the occasional use of the den for business purposes are, 
therefore, not ordinary and necessary business expenses and are noi 
deductible. 

Rev. Rul. 69 — 194' 
So-called "kickback" payments are not deductible by the payer if 

they are made in violation of a federal or state law or regulation, 
or are not otherwise ordinary and necessary business expenses 
within the meaning of section 162(a) of the Internal Revenue 
Code of 1954. 

The Internal Revenue Service will not follow the decision in the 
case of ilIarlen, Z. I'ezv, tr, , et nz. v. Commissioner, T. C. Memoran- 
dum Opinion 1961 — 264, September 20, 1961. 

The common kickback situation is where money or property is given 
to an individual as payment for causing his employer, client, patient, 
customer, or principal to purchase from, utilize the services of, or 
otherwise deal with the payer of the kickback. In most cases, the per- 
son whose business is being sought or enjoyed by the payer of the kick- 
back is unaware of the payment. 

Section 169 (a) of the Internal Revenue Code of 1954 provides, in 
part, "There shall be allowed as a deduction all the ordinary and 
necessary expenses paid or incurred during the taxable year in carry- 
ing on any trade or business. " 

In the case of Deputy, et o/. v. du Pont, 808 U. S. 488 (1940), Ct. D. 
1435, C. B. 1940 — 1, 118, the Supreme Court of the United States held 
that in order for a business expense to be deductible, for Federal in- 
come tax purposes, the expense must be both ordinary and necessary. 
And in the case of TonIe Tnjck Iy'. entombs, Inc. v. Commissioner, 856 
U. S. 80 (1958), Ct. D. 1819, C. B. 1958 — 1, 502, the Supreme Court stated 
that a finding of "necessity" cannot be made if allowance of the de- 
duction would frustrate sharply defined National or state policies 
proscribing particular types of conduct, evidenced by some govern- 
mental declaration of them. See, also, Thomo8 8. LiOy, et o3. v. Com- 
muHoneT', 348 U. S. 90 (19M), Ct. D. 1741, C. B, 1952 — 1, 16, and Iy'oyle, 

p'&izing il'e 8eomon, Inc. v. Comnrissy'oner, 9~5 T. C. 43 (1955). Both of 
these cases were citeti by the Supreme Court, in the Tank Truclf 

R 6 r 6 1 1 1 1 t' R 1 697, 6 t 6 2 st 9 2tl, 11162. 
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Rentals case. The Boyle, Flagg k Seaman case held that kickbacks by 
an insurance broker of a portion of his insurance commissions to 
automobile dealers not licensed to sell insurance, for referral of cus- 

tomers, were not deductible because they were paid in violation of 
the insurance laws of the State of Illinois. 

The case of Dixie lllachine WeMing ck IVetal Works, Inc. v. United 

States, decided by the Unitecl States District Court for the Eastern 
District of Louisiana on tune 18, 19%, is an example of a recent appli- 
cation of this principle. 

In that case the taxpayer, engaged in the business of repairing ships 
in the State of Louisiana, paid kickbacks approximating 10 percent 
of. the repair bills to the captains or chief oKcers of foreign vessels 

which the taxpayer repaired. The taxpayer contended. that such kick- 
backs were an established and universal practice in the trade, were 

required to obtain business, and, therefore, constituted ordinary and 

necessary business expenses, deductible under section 162(a) of the 
Cocle. 

Under the Commercial Bribery Statute of I ouisiana, it is unlawful 

to give or oR'er to give anything of value to any privlate agent, em- 

ployee, or fiduciary without the knowledge and consent of his princi- 
pal or employer, with intent to inAuence the agent's, employee's or 
fiduciary's action in relation to his principal's or employer's aRairs. 
The court found that the owners of ships repaired by the taxpayer 
were unaware of the kickbacks and, therefore, the Commercial Bribery 
Statute of the State had been violated. In holding for the Govern- 
ment, and denying the taxpayer a deduction for the kickback, the 
court said: 

But taxpayer is not entitled as a matter of right to a deduction for 
business expenses and where payments such as these sharply contravene state 
law by being in specific violation of prohibitory statutes and are also contrary to 
state policy as defined by the decisions of its highest courts, they cannot be per- 
mitted as ordinary and necessary business expenses under provisions of the 
Internal Revenue Code. 

Revenue Ruling 58 — 479, C. B. 1958 — 9, 60, holds that, under the cir- 
cumstances therein, payments by a ship chandler to masters or other 
personnel of foreign vessels were deductible; however, such payments 
were made with the knowledge and consent of the shipowners, where- 
as in the Di&e machine Welding ek 3Xetal Works, Inc. , case the pay- 
ments by the taxpayer were made witnout the knowledge and consent 
of the shipowners. 

Many Federal laws and regulations make kickbacks illegal under 
certain circumstances and, therefore, they are not deductible where 
such statutes or regulatiozis are applicable. For example, taxpayers 
subject to the Federal Trade Commission Act or the Packers and 
Stockyards A. ct may not deduct kickbacks paid unless such payments 
are normal, usual, and customary in the industry and in the commu- 
nity, are appropriate and helpful in obtaining business, and are made 
with the knowledge and consent of the customer or prospective 
customer. 

In the case of taxpayers subject to the Packers and Stockyards Act, 
such payments must also be made without unjust discrimination be- 
tween the taxpayer's customers. See Revenue Ruling 54 — 27, C. B. 
1954 — 1, 44. 
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Kickbacks may not be deductible even though there is no Federal 
or state law or regulation prohibiting their payment. For example, 
in Revenue Ruling 58 — 52, C. B. 1958 — 2, 63, a kickback was paid to an 
ofhcer of a savings and loan association for his inHuence in granting 
a loan to the taxpayer. The payment was made in a secret manner and 
the ofhcer was not authorized by the savings and loan association to 
receive such a payment. 

It was held that the payment was not deductible because it was not 
"ordinary" within the meaning of section 162(a) of the Code. The 
word "ordinary" has consistently been given the connotation of nor- 
mal, usual, or customary. The transaction which gives rise to the 
expense must be of common or frequent occurrence in the type of 
business involved. 

Since the payment was made secretly and its receipt was unauthor- 
ized, the Service ruled that it, was not, normal, usual, and customary 
in the payer's business and, therefore, was not deductible, for Federal 
income tax purposes. 

In the case of 3farlen E. Pe+~, Jr. , et uz. v. Comrni88ioner, T. C. 
Memorandum Opinion 1961 — 264, September 20, 1961, the taxpayer in 
order to retain one of his clients, padded his bills to the client, and 
kicked back the excess to the client's employee manager. In lieu ol 
claiming a deduction for the kickbacks, the taxpayer omitted them 
from his gross income. The Tax Court of the United States hehl that 
the kickb~acks were not properly includible in the poss income of 
the payer-taxpaver even (hough they passed through his hands. 

Although the Government, did not carry through its appeal from 
the decision of the Tax Court in the Peur case, the Service will not 
follow that decision. 

26 CFR 1. 162-5: Expenses for education. 

Cost of textbooks and supplies of a cadet at the United States 
Coast Guard A. cademy. See Rev. Rul. 62 — 122, page 12. 

Rev. Rul. 62 — 213 

Benefit payments under any kaw administered by the Veterans' Ad- 
ministration shall be exempt from taxation. See 38 U. S. C. 3101 (1958 
Edition). Section 1, 162 — 5 of the Income Tax Regulations provides, in 
part, that expenditures made by a taxpayer for his education are de- 
ductible under certain conditions. 

iVeld, expenses for education, paid or incurred by veterans, which 
are properly deductible for Federal income tax purposes, are not re- 
quired to be reduced by the nontaxable payments received during the 
taxable year from the Veterans' A. dministration. 

Rev. Rul. 62 — 217 26 CFR 1. 162 — Y: Compensation for personal 
services. 

(Also Section 1032; 1. 1032 — 1. ) 
A corporation distributed shares of its treasury stock to its employees 

as compensation f' or services rendered. The cost basis of the treasury 
stock to the corporation was less than its fair market value on the da, te 
o f the distribution to the employees. In filing its Federal income tax 



ft 162. ] 60 

return for the taxable year, the corporation deducted the fair market 
value of the stock on the date of the distribution as a business expense. 

In accordance ivith the nonrecognition of gain or loss provisions of 
section 10M(a) of the Internal Revenue Code of 1954 and section 
1. 10M — 1(a) of the Income Tax Regulations, relating to the receipt by 
a corporation of money or other property in exchange for its own 
stock (including a transfer of shares as compensation for services), 
the corporation did not report, gain upon the distribution of treasury 
stock. 

HeM, the fair market value of the treasury stock on the date of the 
distribution is deductible as a business expense in accordance with 
the provisions of section 162(a) of the Code. The nonrecognition of 
gain or loss provisions of section 1032(a) of the Code have no effect 
upon a business expense deduction that is otherwise allowable under 
section 162(a) of the Code. 

Rev. Rul. 58 — 453 
Supplement XIV 

26 CFR 1. 162-17: Reporting and substan- 
tiation of traveling and other business 
expenses of employees. 

Revenue Ruling 58 — 453, C. B. 1958 — 2, 67, outlines conditions under 
which fixed mileage or per diem allowances, paid by an employer 
to his eniployees while in travel status, will be regarded as being 
etluivalent to an accounting under section 1. 162 — 17(b) of the Income 
Tax Regulations. OfFicial Government rates for such travel in 
certain areas outside the United States have been revised. 

Revenue Ruling 58-453, supplemented. 

STANDARDIZED REGULATIONS (GOVERNMENT CIVILIANS, FOREIGN 
AREAS) ' 

Maximum Per Diem rates in Lieu of Subsistence for Travelers in Foreign Areas 
(The asterisks indicate changes in rates en'ective as of the date 

shown at the bottom of the page. ) 

Locality 

Aden 
Afghanistan: 

Eabul 
Other 

Albania 
Algeria 
An ola go 
Argentina 
Australia: 

Melbourne 
Sydney 
Other 

Austria: 
Vienna 
Other 

"Bahamas: 
Andros Island: 

(May 1 — Nov. 30, incl. ) 
(Dcc. 1 — Apr. 30 iticl. ) 

Other: 
(Apr. 15 — Dec. 14, incl. ) 
(Dec. 15 — Apr. 14, incl. ) 

*Effectiv Sept. 1, 1962 

Mastmum 
per diem 

rates 

$16 

16 
9 

10 
15 
13 
19 

17 
17 
13 

16 
13 

25 
40 

17 
24 

Locality 

Bahrein Island 
Belgium 
Bermuda 
Bolivia 
Brazil: 

Belem 
Brasilia 
Rio de Janeiro 
Sao Pa, ulo 
Other 

British Guiana 
British Honduras 
Brunei 
Bulgaria 
Burma: 

Mandalay 
Rangoon 
Other 

Burundi 
Cambodia 
Cameroon 
Canada 

Marimum 
per diem 

rates 

$14 
16 
20 
13 

18 
18 
18 
18 
13 
16 
16 
13 
14 

11 
19 
6 
9 

16 
20 
17 

' formerly issued as Standardized Government Travel Regulations, Appendix I. 
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Marimam 
trer diem 

Locality ratee 
Canary Islands $1(l 
Central African Republic 26 
Ceylon: 

Colombo 20 
Other 9 

Chad, Republic of 28 
aChile 16 
China: 

Taipei 16 
Other 11 

Colombia 16 
Congo, Republic of 23 

(formerly a part of French Equa- 
torial Africa) 

Congo, Republic of the 
(formerly listed under Belgian 
Congo). 

Katanga Province 
Other 

Costa Rica 
Cuba: 

Havana 17 
Other 14 

Cyprus 12 
Czechoslovakia 12 
**Dahomey, Republic of 25 
Denmark 14 
Dominican Republic: 

Santo Domingo: 
(Apr. 16 — Dec. 15 incl. ) 22 
(Dec. 16 — Apr. 15 incl. ) 25 

Other 11 
**Ecuador 14 
El Salvador 20 
Eritrea 13 
Estonia 16 
Ethiopia 13 
Fiji Islands 16 
Finland 20 
France: 

Alpes Maritimes Department (in- 
cluding Nice) 15 

Fontainebleau 15 
Marseilles 15 
Seine Department (including 

Paris) 17 
Seine et Oise Department 17 
Other 13 

French Guiana 13 
French Somaliland 24 
French West Indies 18 
Gabon, Republic of 21 
Gambia 17 
Germany 13 
Ghana: 

Accra 24 
Other 15 

Gibraltar 7 
Great Britain and North Ireland 15 
Greece 14 

+emtfective Aug. 1, 1962, 

Masimttm 
per diem 

ratee 

$1 6 
23 

Locality 

Guatemala 
Guinea 
Haiti: 

Cap Haitien 
Port-au-Prince 
Other 

Honduras 
Hong Kong 
Hungary 
Iceland 
India: 

Bombay 
Calcutta 
New Delhi 
Other 

+eIndonesia 
Djkarta 
Other 

Iran: 
Abadan 
Kh orramshahr 
Khuzistan Province 
Tehran 
Other 

Iraq: 
Baghdad 
Other 

Ireland: 
Dublin 
Other 

Israel 
Italy: 

Florence 
Genoa 
Milan (including Vergiate and 

Gallarate) 
Naples 
Palermo 
Rome 
Trieste 
Turin 
Venice 
Other 

Ivory Coast: 
Abidjan 
Other 

Japan 
Jerusalem 
Jordan 
Kenya 
Korea: 

Seoul 
Other 

Kuwait 
Laos 
Latvia 
Lebanon 
Liberia: 

Monro via 
Roberts Field 
Other 

11 
16 
8 

15 
16 
7 

13 

13 
15 
13 
9 
6 

22 
6 

20 
20 
15 
20 
11 

18 
15 

15 
12 
16 

15 
15 

18 
15 
15 
18 
15 
18 
15 
12 

23 
18 
14 
16 
10 
12 

16 
9 

14 
15 
16 
16 

29 
18 
8 
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LocaLity 

Libya: 
Benghazi 
Tripoli 
Wheelus Field 
Other 

Liechtenstein 
Lithuania 
Luxembourg 
Malagasy P epublic 

(formerly Madagasca 
isa)aya 
Mali, Republic of 
lilalta 
Mauritania 
Mexico: 

Acapulco 
Mexico, D. F 
Other 

Monaco 
Morocco 
Mozambique 
Nepal 
Netherlands: 

The Hague 
Other 

Netherlands Antilles 
New Caledonia 
New Zealand: 

Auckland 
Wellington 
Other 

Nicaragua 
Niger, Republic of 
Nigeria: 

Lagos 
Other 

North Borneo 
Norway 
Pakistan 
Panama: 

Panama City 
Other 

Paraguay 
Peru: 

Lima 
Other 

Philippines: 
Manila 
Other 

Poland 
Portugal: 

Azores 
Lisbon 
Madeira Islands 
Other 

Portuguese Guinea 
Qatar. 
Rhodesia and Nyasalan 

tion of 
Rumania 
Rwanda 
Sarawak 

eirtreetive Sept. LL, 1002 

Federa- 

10 

13 
9 

16 

7 
16 
7 

12 
10 
25 

14 
14 
9 

16 

Mar imttm 
per diem 

rates 

$16 
16 
9 

12 
12 
16 
14 
18 

14 
28 
12 
20 

15 
15 
12 
15 
12 
10 
11 

16 
14 
24 
14 

14 
14 
12 
18 
24 

21 
16 
13 
15 
16 

17 
13 
12 

Martmttm 
per diem 

roice Locaiity 

Saudi Arabia: 
Dhahran 
Jidda 
Riyadh 
Other 

Senegal, Republic of 
Sierra Leone 
Singapore 
Society Islands: 

Tahiti 
Other 

Somali Republic 
South Africa, Republic of: 

Cape Town 
Johannesburg 
Other 

Southwest Africa 
Spain (See also Canary Islands): 

Madrid 
Other 

Sudan 
Surinam 
Sweden 
Switzerland 
Syrian Arab Republic 
Tanganyika 
Thailand: 

Bangkok 
Other 

Togo: 
Lome 
Other 

Trust Territories Pacific Islands 
Tunisia 
Turkey: 

Ankara 
Istanbul 
Other 

Uganda 
Union of Soviet Socialist Republics 
United Arab Republic: 

Cairo 
Other 

aUpper Volta, Republic of 
Urugua, y 
Venezuela: 

Caracas 
Mar acaibo 
Other 

Vict-Nam: 
Saigon-Cholon Area 
Other 

West Indies: 
Jamaica: 

(Apr. 16 — Dec. 14 incl. ) 
(Dec. 15 — Apr. 15 incl. ) 

Trinidad 
Other: 

(Apr. 16 — Dcc. 14 incl. ) 
(Dec, 15 — Apr. 15 incl. ) 

Yugoslavia 
Other Foreign Localities 

816 
18 
25 
10 
19 
23 
18 

18 
9 

1l 

12 
14 
10 
8 

13 
10 
15 
18 
16 
15 
11 
13 

19 
9 

20 
9 

11 
16 

13 
15 
9 

10 
18 

14 
10 
20 
15 

23 
23 
18 

16 
9 

14 
18 
17 

13 
18 
11 
9 
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SECTION 168. — INTEREST 
26 CFR 1. 168 — 1: Interest deduction in general. 

Deduction by tenant-stockholders of interest paid by a housing 
cooperative. See Rev. Rul. 62 — 178, page 91. 

Interest paid by a minister who receives a rental allowance and is 
buying a home. See Rev. Rul. 6o 212, page 41. 

SECTION 164. — TAXES 

26 CFR 1. 164 — 1: Deduction for taxes. 
(Also Section 461; 1. 461 — 1. ) 

Ad valorem taxes imposed by the State of Oklahoma on real 
estate and personal property accrue, for Federal income tax pur- 
poses, as of January 1, except that taxes on unmanufactured farm 
products accrue as of llay 81. 

Revenue Ruling 54 — 664, C. B. 1054 — 2, 87, is revoked, and G. C. AL 
18828, C. B. 1987 — 2, 87, reinstated. 

In. view of the decision of the United States Court of Appeals for 
the Tenth Circuit in Unite:. 1 States v. O&lokoma l'Votural Gas Com- 
pany, 285 Fed. (2d) 888 (1960), reconsideration has been given to 
Revenue Ruling 54 — 564, C. B. 195~s2, 87, which modified 6. C. M. 18828, 
C. B. 1987 — 2, 87, relating to the date on v-hich ad valorem taxes im- 
posed. by the State of Oklahoma on real estate and personal property 
accrue for Federal income tax purposes. 

O. C M. 188' 8 held, in part, tha, t Oklahoma real and personal prop- 
erty taxes accrue, for Federal income tax purposes, as of January 1, 
except that taxes on unmanufactured farm products accrue as of 
May' 8l. 6. C. M. 18828 was modified by Revenue Ruling 54 — o64 to 
conform to the decisions in Eowe v. Jones, 45 Fed. Supp. 504 (1942), 
and F. A. Gillespie Tncst v. CommissionerI 21 T. C. 789 (1954), acqui- 
escence, C. B. 1954 — 2, 4. 

In the noble case, where a taxpayer employing the cash receipts 
and disbursements method of accounting had acquired Oklahoma real 
property during the calendar taxab]e year in issue, the United States 
District Court for the western District of Oklahoma held that 
liability for Oklahoma ad valorem taxes on the real estate arose, under 
an Oklahoma grantor-grantee statute which applied in the absence 
of a specific agreement between the parties, on October 15, the date 
the taxes became due and a lien on the property. Since the taxpayer 
had acquired the property before that date and since he had paid the 
taxes in the taxable year in issue, they were deductible by him as taxes 
paid. 

In the Gi7lespie Tvvtst case, where a taxpayer employing the cash 
receipts and disbursements method of accounting had acquired both 
real and personal property in Oklahoma during the calendar taxable 
year in issue, the Tax Court of the United States applied the rule of 



the Noble case to the real and personal property taxes paid thereon 
by the taxpayer in the taxable year, notwithstanding the fact that 
the Oklahoma grantor-grantee statute relates solely to real estate 
taxes. Uncler a 1941 revision in the grantor-grantee statute, the lien 
date had become October 1. In both cases, the fact that a lien at- 
tached to the property on a certain date determined whether the re- 
spective grantors or grantees were liable for the ad valorem property 
taxes as such and, therefore, were entitled to deductions for "taxes 
paid" for Federal income tax purposes. 

In the Oklahoma Natural Gag Company case, the court held that 
the proper date of accrual, for Federal income tax purposes, of Okla- 
homa ad valorem taxes on personal property is the date the owner 
of such property becomes personally liable for the payment of taxes 
thereon. Similarly, the court held that the proper date of accrual of 
Oklahoma ad valorem taxes on real property is the date a charge 
upon the property in the nature of an in rem liability arises. In 
both instances, the proper date of. accrual coincides with the date of 
assessment, which is January 1 of each year. The personal liability 
arising on January 1 for the personal property taxes is extin~~ishable 
only by payment. The charge upon the real property arising on 
January 1 continues until the taxes are paid. Although the exact, 
amount of neither the personal property taxes nor the real property 
taxes is known on January 1, it was held that both are determinable 
with reasonable accuracy as of that date. 

It has been concluded that the 07elahama Natural Gag Company 
decision will be followed and that, the decisions in Noble and GNegpie 
Trust will no longer be followed. Accordingly, the prior acquiescence 
in the latter decision is withdrawn and nona~cquiescence is substituted 
therefor. See page 6, this Bulletin. 

In view of the de~cision in the OHahorna Natural Gas Company 
case, it is held that the ad valorem taxes imposed by Oklahoma on real 
estate and personal property accrue, for Federal income tax purposes, 
as of January 1 of each year, the ~assessment date of such property 
provided by section 15. 6 of Title 68, Oklahoma Statutes, except that 
taxes on unmanufactured farm products accrue as of May 81, the 
assessment date provided for such products by section 15. 8 of Title 68. It should be noted, however, that under section 461(c) of the In- 
ternal Revenue Code of 1954, a taxpayer who computes taxable income 
under an accrual method of accounting may, under prescribed cir- 
cumstances, elect to accrue real property taxes ratably over the period 
of time to ~vhich such taxes relate. See section 1. 461 — 1(c) of the In- 
come Tax Regulations. Also, under section 164(d) of the Code, ap- 
plicable to taxable years beginning after December 31, 1953, generally, if real property is sold during any real property tax year, the real 
property tax shall be treated, for Federal income tax purposes, as 
tax imposed on the seller and purchaser, respectively, in proportion 
to the part of such year during which each of them owned the 
property. See section 1. 164 — 6 of the regulations. 

Revenue Ruling 54 — 564, C. B. 1954 — 2, 87, is revoked. G. C. M. 18828, 
C. H. 1987 — 2, 87, is reinstated with respect to the accrual date of 
Oklahoma real estate and personal property taxes. 



(Also Section 62; 1. 62 — 1. ) Rev. Rul. 62 — 128 
The selective retail sales tax imposed by the State of Wisconsin pur- 

suant to section 77. 52 of Chapter 77 of the Wisconsin Statutes, e8ec- 
tive February 1, 1962, on the privilege of selling, leasing or renting 
certain tangible personal property at retail in the State on or after 
February 1, 1962, and on the privilege of selling, performing or fur- 
nishing certain services at retail in the State on or after February 1, 
1962, is deductible by the vendor of the tangible personal property 
or services under section 164(a) of the Internal Revenue Code of 
1954. If the vendor is an individual, the deduction must be taken 
in arriving at adjusted gross income. See section 62(l) of the Code. 
In the case of otlier vendors, the deduction is allowable in computing 
taxable income. The selective retail sales'tax collected by a vendor 
from a purchaser must be included in the vendor's gross income for 
Federal income tax purposes. 

0 here the selective retail sales tax is paid by the purchaser, other- 
wise than in connection with his trade or business, it is deductible by 
the purchaser under section 164(c) of the Cocle, except in the case 
of an individual who elects to use the standard deduction or the op- 
tional tax table. 

Where the selective retail sales tax is paid by a purchaser with 
respect to property purchased for use in his trade or business, it is 
deductible by him as a business expense if the cost of the property 
acquired is properly chargeable to expense. If the purchase is of a 
capital item used in the tra~de or business, the tax must, be capitalized. 
Vi here. the purchaser is an individual and the sales tax is deductible 
as a business expense, the deduction must be taken in arriving at 
adjusted gross income. See section 62(l) of the Code. In the case of 
purchasers, other than individuals, engaged in a trade or business, 
the deduction is allowable as a business expense in computing taxable 
income, unless the amount thereof is properly chargeable to capital 
account. 

The excise tax imposed by the State of Wisconsin pursuant to 
section 77. 58 of Chapter 77 of the 0 isconsin Statutes on the storage, 
use or other consumption in the State of the tangible personal property 
and services, described in section 77. 52 of. the Wisconsin Statutes, 
purchased from any retailer on or after February 1, 1962, is deductible 
by the purchaser of the personal property and services under section 
164(a) of the Code, except that in the case of an individual who elects 
to use the standard deduction or the optional tax table, no deduction 
is allowable under section 164(a) of the Code unless the tax is attrib- 
utable to a trade or business carried on by him. Where the use tax 
is attributable to a trade or business carried on by an individual, the 
amount of such tax is deductible as a tax in computing adjusted gross 
income. In the case of taxpayers otlier tlian individuals engaged in 
trade or business, the use tax is deductible as a tax in computing tax- 
able income. The amount of use tax collected by a vendor froni a 
purchaser should not be included in the vendor's gross income, and no 
deduction is allo~able to the vendor with respect to the amount of such 
fax remitted by him to the State of Wisconsin. 
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Rev. Rul. 62 — 149 

one percent special tax is imposed by Baltimore County, Mary- 
land, on the transfer "* * ' of any estate of inheritance or freehold, 
or any declaration or limitation of use, or any estate above seven 
years, in Baltimore County. * "' ~" This tax is imposed pursuant to 
the power contained in section 11 — 51 of the Baltimore County Code 
1958. Ho~ever, the law under which the tax is imposed and the regu- 
lations thereunder do not state whether the tax is imposed upon the 
buyer or upon the seller or upon the landlord or the tenant. 

EIe0, the one percent special tax levied and imposed by Baltimore 
County by Tax Resolution No. 18 (1960) is a tax within the meaning- 
of section 164 (a) of the Internal Revenue Code of. 1954 and is deduct- 
ible by the party to the transaction who pays such tax. Iiowever, in 
the case of an individual who elects to use the standard deduction 
under section 144 of the Code or the optional tax table under section 
3 of the Code, no deduction is allowable unless the tax is attributable 
to a trade or business carried on by him. Where the tax is so attrib- 
utable, it is deductible from gross income in computing adjusted gross 
income. See section 62(1) of the Code. 

Deduction of real estate taxes on improvements leased by a coopera- 
tive housing corporation. See Rev. Rul. 62 — 177, page 89. 

Deduction of taxes paid by a cooperating housing corporation. 
See Rev. Rul. 62 — 178, page 91. 

Taxes paid by a minister who receives a rental allowance and who 
owns or is buying a home. See Rev. Rul. 62 — 212, page 41. 

SECTION 165. — LOSSES 
26 CFR 1. 165 — 1: Losses. Rev. Rul. 62 — 197 ' 
(Also Section 166; 1. 166 — 1. ) 

Deductibility of losses sustained by reason of the confiscation by 
the Cuban Government of property in Cuba owned by United States 
citizens or domestic corporations. 

Advice has been requested concerning the position of the Internal 
Revenue Service regarding the income tax treatment under the In- 
ternal Revenue Code of 1954 of confiscation by the Cuban Government 
of properties in Cuba owned by United States citizens or domestic 
corporations. The following situations illustrate some of the prob- 
lems encountered: 

(1) Taxpayer, a United States citizen, owned a home located in 
Cuba which was used solely as his personal residence. The home 
was furnished and contained personal items such as furniture ) 

'Also released as Technical Inforraation Release 408, dated November 7, 1982. 
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je»elry, and clothing. Taxpayer also owned and kept in Cuba 
an automobile used solely for personal purposes and had sub- 
stantial amounts of money and numerous items of jewelry in a 
safe deposit, box in a bank in Cuba. Taxpayer learned that the 
home and its contents, the automobile, and the contents of tlie safe 
deposit box had been seized by the Cuban Government. 

(2) Taxpayer, a United States citizen, owned as capital assets 
securities in a corporation operating exclusively in Cuba and 
whose corporate assets (all of which ~are in Cuba) were seized by 
the Cuban Government. 

(8) Taxpayer, a United States citizen, owned two farms in 
Cuba both held by him for more than six months and operated 
solely for profit. One was operated for him by a resident man- 
ager, the other being rented on a yearly basis. Both properties 
were intervened in by Cuban oKcials, resulting in the eviction -I 
of his resident manager and the cessation of all payments to him 
of rents and profits. 

(4) Taxpayer, a, United States citizen, was the owner of a 
retail store in Cuba at the time the present government came into 
power. The business was intervened in during 1959 by oScials of 
the Cuban Government who took over the management of the 
store, and the taxpayer has since that time received no return . j from his investment therein. The assets of the business were 
expropriated by decree in 1960. The property taken included 
inventory and accounts receivable, both previously refiected in 
gross income, as well as other property such as real estate, furni- 
ture and fixtures, and vehicles. The taxpayer had no other gains 
or losses arising from sales or other dispositions of property in 
1959 or 1960. The taxpayer employed the specific charge-off 
method with respect to bad debts. 

(5) Z', a domestic corporation, owned a sugar plantation with 
a mill, storage buildings and dwellings for the managers and 
some of the workers. The Cuban Government seized such 
properties, including harvested crops (previously reported as in- 
ventory) and bank accounts, promising payment to the owner inv' 
bonds payable out, of a fund related to future purchases of sugar 
by the United States. During the year of seizure, the corporation 
had sold at a profit a tract of land used in its trade or business 
and had no other gains or losses arising from sales or other dis- 
positions of property used in its trade or business. 

(6) T corporation is a domestic corporation which owns 90 
percent of the stock of its subsidiary operating in Cuba. All of 
the assets of the subsidiary are in Cuba and all have been seized 
by intervention by the Cuban Government. 

(7) 3f, a domestic corporation, has been filing, for a number 
of years, consolidated returns with its 100-percent-owned domestic 
subsidiary, N corporation, which had 85 percent of its assets in 
Cuba until the expropriation of such assets by the Cuban Gov- 
ernment in 1960. For 1960, N corporation had a net operating 
loss of $8 million and cV corporation had a $8 million profit. 
674a24' — 63 — 6 
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(8) E, a domestic corporation, owned for several years 100 per- 
cent of 8 corporation, a domestic subsidiary which operated in 

Cuba until the expropriation of its Cuban assets in 1959, at which 

time it also had non-Cuban assets which rendered it solvent. P& 

corporation liquidated 8 corporation pursuant to the provisions 
of section 8M of the Code and the Income Tax Regulations 
thereunder. 

(9) X, a domestic corporation, owned for several years 100 
percent of Z, a foreign corporation which for past years has been 

engaged in business within the United States and which had also 
conducted business in Cuba until the expropriation of its Cuban 
assets in 1960. At the time of the exportation of its assets, Z 
corporation had unused net operating losses attributable to its 
United States business as well as losses incurred in its Cuban 
business. A. ssuming that the requirements of section 367 of the 
Code were considered satisfied (in view of all other facts and 
circumstances involved) in an advance ruling issued by the Inter- 
nal Revenue Service, X' corporation liquidated Z corporation 
pursuant to the provisions of section 832 of the Code. 

Section 165(a) of the Code provides for the deductibility of losses 
sustained by taxpayers which are not, compensated for by insurance 
or otherwise. Under section 165(c), losses in the case of an individual 
are limited to (1) losses incurred in a trade or business, (2) losses 
incurred in any transaction entered into for profit, though not con- 
nected with a trade or business, and (3) losses of property not con- 
nected with a trade or business if such losses arise from fire, storm, 
shipwreck, or other casualty, or from theft. Under section 641(b) 
of the Code, the same limitation applies to losses of an estate or trust. 

Losses sustained through confiscation or seizure of property under 
the authority of. laws of a foreign country are not casualty or theft 
losses within. the meaning of section 165(c) (8) of the Code. See I. T. 
4086, C. B. 1952 — 1, 29, and W'illiom J. Po~erg v. Comm& 8i oner, 86 T. C. 
1191 (1961). 

Section 165(g) of the Code provides the general rule that a loss 
on any security (as defined in such subsection) which becomes worth- 
less during the taxable year and which is a capital asset is treated. as 
a loss from the sale or exchange, on the last, day of the ta, xable year, 
of a capital asset. Subsection (g) further provides that any security 
in a corporation a51iated (as defined in such subsection) with a 
domestic corporation is not treated as a capital asset for this purpose 
if the 95 percent of stock ownership and 90 percent of gross receipts 
tests stated therein are met. 

Section 166 of the Code provides for the deductibility of certain 
losses arising from bad debts which become worthless during the 
taxable year. A deduction is allowed for any business debt which be- 
comes totally or partially worthless and, in the, case where it has be- 
come partially worthless, to the extent it is not recoverable and is 
charged o8 during such taxable year. Such deductions are not allow- 
able where the taxpayer employs a reserve for bad d. ebts. A nonbusi- 
ness bad debt, is deductible by a taxpayer other than a corporation only 
if it becomes totally worthless during the taxable year, in which event 



it is considered a loss from the sale or exchange, during the taxable 
ye«, of a capital asset held for not more than six montlis. 

The basis for determining the amount of the deduction under 
section 165 or 166 of the Code is the adjusted basis provided in section 
1011 of the Code for determining the loss from the sale or other 
disposition of property. 

Pursuant to tlie provisions of section 873(a) of the Code, non- 
resident alien individuals are not, allowed deductions under sections 
165 and 166 of thc Code where such deductions are not connected 
with income fioni United States sources. The same rule applies 
under section 882(c) (2) of the Code to foreign corporations. 

The Internal Revenue Service recognizes that the Cuban Govern- 
ment lias taken discriminatory and arbitrary action against the prop- 
erty in Cuba of United States citizens and corpora~tions, including 
the taking of such property without any realistic e8ort to provide 
for prompt and adequate compensation for such taking. The taking & 

of property without compensation is confiscation. It is no less con-v' 
fiscation because there may be an expressed intent to pay at sonic 
time in the future. See 3 FIackworth, Digest oj International/ Lan 
(1942) 656. 

Section 1. 165 — 1(b) of the regulations provides that, to be allowable 
as a deduction under section 165(a) of the Code, a loss must be evi- 
denced by closed and completed transactions, fixed by identifiable 
events, and actually susta, ined during the taxable year. Only a bona 
fide loss is allowable. Substance and not mere form sliall govern in 
determining a deductible loss. 

Based on the foregoing, it is the position of the Service that acts 
of confiscation, whether by way of seizure, intervention in, expropria- 
tion, or similar taking of property, by the Cuban Government consti- 
tute identifiable events which, in the light of all of the circumstances, 
have resulted in closed and completed transactions notwithstanding~A 
promise of indemnification. An act of confiscation has occurred when 
the taxpayer has been deprived of ownership of property or the ~ 
normal attributes of ownership, such as receipt, of income and control 
over the operation or use of the property, with little or no chance of 
being compensated tliere for. 

In determining when a loss through confiscation has been sustained 
for Federal income tax purposes, tahe Service will recognize as the 
identifiable event evidencing a closed and completed transaction which- 
ever of the acts of confiscation occur first. The burden of proof is 
upon the taxpayer to establish by whatever evidence is available the 
occurrence of the act and the date thereof to support a, deduction for 
a loss. An ofiicially published expropriation decree (or similar docu- 
ment) will in general be considered prima facie evidence of Cuban 
confiscation as of the date of the decree. Naturally, all other evi- 
dence which is available to the taxpayer or the Service will be used, 
to the extent material, in establishing loss and the date thereof. 

In situations in which there has been seizure, intervention in, or 
similar taking of property by Cuban oKcials followed by expropria- 
tioil evidenced by an ofiicially published expropriation decree (or sim- 
ilar document), the loss will be considered to have been sustained at 
the time of the seizure, intervention, or taking rather than at the later 
date of the decree, provided that there is evidence sufiicient to establish 
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that the confiscation took place on the date of seizure, intervention, 
or taking. In situations in which there is not suScient evidence to 
establish that the confiscation took place at a date prior to the date of 
the ofFicially published expropriation decree (or similar document), 
the date of the decree will be considered as the date of loss. In situa- 
tions in. which there has been no officially published expropriation 
decree (or similar document), the date of loss may be established by 
whatever evidence is available, including evidence of a circumstantial 
nature. 

Applying the foregoing principles to the factual situations pre- 
sented above, the following represent the position of the Service: 

(1) Xo deduction is allowable for the loss of the personal resi- 
dence, furnishings, jewelry, clothing and other personal items 
therein, the automobile, and the money and jewelry in the safe 
deposit box, since the losses were not, incurred in the conduct of a 
trade or business or incurred in any transaction for profit within 

~ the meaning of section 165(c) (1) or (2) of the Code, and do not 
& constitute casualty or theft losses within the meaning of section 

165(c)(8). 
(2') Under section 165 (g) of the Code, the taxpayer has a worth- 

less security loss which is treated as a loss from the sale or ex- 
change on the last dav of the taxable year of a capital asset. It 
is to be noted that if, for example, a domestic corporation had 
assets outside Cuba (including potential United States tax re- 

0. : fund claims resulting from the operation of section 172 or other 
sections of the Code) which exceeded its liabilities (other than 
liabilities from which the corporation has been relieved as a result 
of actions of the Cuban Government). the securities would not be 
considered worthless for the purposes of section 165(g). 

(8) The intervention in both farms gives rise to allowable losses 
under section 165(c) (1) of the Code, which losses are treated in 
accordance with the provisions of section 1281 of the Code. Sec- 
tion 1281(a) requires the aggregating of all recognized gains and 
losses on sales, exchanges, and involuntary conversions of prop- 
erty used in the trade or business (as defined in section 1281(b) ) 
and the recognized gains and losses from involuntary conversions 
of. capital assets held for more than six months. Anv resulting 
gains are considered gains from sales or exchanges of capital as- 
set, s held for more than six months, but any resulting losses are 
not considered losses from sales or exchanges of such capital 
assets. Accordingly, the taxpayer's losses will constitute ordinary 
losses to the extent they, together with other section 1281 losses, 
exceed taxpayer's section 1281 gains. It is to be noted that sec- 
tion 1281 would be inapplicable if the farms were held for six 
months or less. 

(4) The taxpayer has sustained losses in 1959 in respect of the 
enumerated assets. Such losses are deductible as ordinary losses 
under the provisions of section 165(c) (1) of the Code and in ac- 
cordance with the provisions of section 1281 of the Code with the 
exception of the loss on accounts receivable, which is deductible 
under section 166(a) of the Code. 

(5) The seizure by the Cuban Government in this instance con- 
stitutes an identifiable event and is a closed and completed trans- 



action establishing the existence of a loss, for Federal income tax 
purposes, notwithstanding the promise of eventual. payment in 
Cuban bonds, Such loss is deductible under section 165(a) of 
the Code and, to the extent that the loss exceeds the gain derived 
from the sale of thc tract of land, it is treated as an ordinary loss 
under section 12'. 31(a) of the Code. 

(6) Under section 165(g) of the Code, T corporation has a 
worthless security loss which is treated as a loss from the sale or 
exchange, on the last day of the taxable year, of a capital asset. 
(It is assumed that the subsidiary does not have a potential tax 
refund claim for any year. ) It is to be noted that if T corpora- 
tion owned 05 percent or more of each class of the outstanding 
stock of the subsidiary, and the 00 percent gross receipts test, of 
section 165(g) (8) (B) had been met, T corporation would have 
sustahied an ordinary loss under section 165(g) (8). 

(7) Pursuant to sections 172 and 1502 of the Code and the 
regulations thereunder, the consolidated net operating loss of 95 
million may be carried ba, ck to 1957 and to the extent unused to 
1958 and 1059; additionally, any of such loss remaining unused 
may be carried forward to tlute five succeeding taxable years, 1961 
through 1965, inclusive, assuming N corporation remains a mem- 
ber of the aSliated group for such period. 

(8) R corporation may utilize the unused net operating' loss 
of 8 corporation to the ext. ent provided for under the provisions 
of section 881 (a) and (c) (1) of the Code ancl the regulations 
thereunder. 

(0) Z corporation's net, operating loss attributable to its 
United States income may be carried over to Y' corporation to 
the extent provided for under section 881 of the Code and the 
regulations thereunder (especially section 1. 381(a) — 1(c)). The 
net operating loss of Z corporation attributable to its Cuban in- 
come cannot be carried over to E' corporation pursuant to sec- 
tion 882 of the Code and the regulations thereunder. 

If Z corporation were a nonresident foreign corporation, no 
net operating loss carryover would be allowed in any event, , since 
under section 1. 882 — 8(a) (1) of the regulations Z corporation 
would not be permitted any loss deductions and consequently 
would have no loss deductions to be carried over. 

In any of the foregoing situations in which losses are allowed, it 
is assumed that the assets did not represent and were not, purchased 
with unreported taxable income, as might have been the case, for ex- 
ample, if such income had been blocked and the taxpayer had elected 
to defer the reporting of blocked currency income. For the tax con- 
sequences of losses in respect to such blocked currency income, see 
Mim. 6475, C. B. 1050 — 1, 50. 

Any recoveries by ta~xpayers taking deductions for losses resulting 
from actions of the Cuban Government will constitute income in the 
year of recovery, except as provided in section 111 of the Code and 
the regulations thereunder v here the taxpayers did not obtain tax 
benefits from the deductions. See also section 1M'3 of the Code and 
the regulations thereunder, relating to involuntary conversion of prop- 
erty mto ssmslar property. 



k 100. l 72 

SECTION 160. — BAD DEBTS 
26 CFR 1. 166 — 1: Bad debts. 

Confiscation of. property in Cuba by the Cvovernment of Cuba. See 
Rev. Rul. 62 — 197, page 60. 

Rev. Rul. 02 — 214 ' 

The Internal Revenue Service will not follov the decision of the 
United States Court of Appeals for the Ninth Circuit in TFilIeins 
Pontiuc v. Commissioner, 298Fed. (2d) 896 (1961), which reversed the 
decision of the Tax Court of the United States, 84 T. C. 1065 (1900). 

In that case the taxpayer sold conditional sales contracts for auto- 
mobiles to a finance company under a guaranty contract requiring the 
taxpayer to pay any amounts not paid by the purchasers to the finance 
company. The question involved is whether the taxpayer is entitled 
to deduct an addition to a reserve for bad debts, with respect to the 
losses which may occur as a result of the guaranty, from the taxpayer's 
gross income under section 166(c) of the Internal Revenue Code of 
1954, relating to reserves for bad debts. 

The position of the Service is that under section 166 (c) of the Code 
and section 1. 106 — 1 (a) and (c) of the Income Tax Regulations, a 
deduction for an addition to a reserve for bad debts must be based 
on bona fide debts presently owing to the taxpayer and arising from 
a debtor-creditor relationship then existing between the taxpayer and 
the debtor. 

The reviewing court, in the Wilkins Pont~ac case interpreted the de- 
cision in SIax Putnom et uz v. Commissioner, 852 U. S. 82 (1956), Ct. 
D. 1800, C. B. 1957 — 1, 501, to hold that under the above-described ar- 
rangement, the taxpayer's obligation presently exposes it to a risk of 
future loss which is described in section 160(a) of the Code and that 
it, , therefore, should be able to take a deduction under section 166(c) 
of the Code. 

It, is the view of the Service that the decision of the Ninth Circuit, 
cannot be reconciled ~~ ith section 100 of the Code, section 1. 106 — 1 (a) 
and (c) of the regulations, or the decision in the Putnam case. 

Although there was no basis for requesting certiorari of the 
Supreme Court of. the United States in this case and certiorari was 
not applied for, the decision will not be followed by the Service as a 
precedent in the disposition of similar cases pending further judicial 
test of' the Treasury Regulations. 

SECTION 167. — DEPRECIATION 
20 CFR 1. 167(a) — 1: Depreciation in general. 

Television films and tapes produced by a taxpayer and leased for 
a period prior to sale for television exhibition. See Rev. Rul. 62 — 141, 
page 182. 

r Based on Technical Information Release 410, dated November 14, 1962. 
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Deduction by employees of expenses attributable to the use of a 
p«sonal residence in the performance of their duties. See Rev. 
Rul. 62 — 180 pa~e 52. 

New guidelines for depreciation have been completed. See Rev. 
Proc. 62 — 21, page 418. 

26 CFR 1. 167(g) — 1: Life tenants and 
beneficiaries of trusts and estates. 

Rev. Rul. 62 — 182 ' 

The Internal Revenue Service will follow the decision of the 
United States Court of Appeals for the Sixth Circuit in Comm& 8ioner 
v. William N. Fryt Jr. , et al. , 288 Fed. (2d) 869 (1960), and the de- 
cision of the United States Court of Appeals for the Seventh Circuit 
in Lai d Bell v. IIarri8ont et al. , 212 Fed. (2d) 2M (1954). 

These cases hold that a remainderman of a trust, the corpus of 
which consists of corporate stock, who purchases the interest of a life 
beneficiary of the trust, is entitled to recover his cost through amor- 
tization over the period of the bene6ciaryfs life expectancy, by ratable 
annual deductions. 

The Service had argued that the purchased life interest became 
merged with the remainder interest, with the result that the, cost of 
the purchased life interest could be recouped only at the time of the 
sale or other disposition of the stock. 

The Service noted that the transactions in these cases appeared to 
be bona, fide and without a tax avoidance motive. These cases will be 
followed in the disposition of other cases in which the facts are sub- 
stantially the same. 

SECTION 170. — CHARITABLE ETC. , CONTRIBUTIONS 
AND GIFTS 

26 CFR 1. 170: Statutory provisions; charitable 
etc. , contributions and gifts. 
TITLE 26, CHAPTER I, SUBCHAPTER A, PART 1. — INCOME TAX; TAXABLE 

YEARS BEGINNING AFTER DECEMBER 31, 1953 

T. D. 6605' 

Amendment of the Income Tax Regulations under section 170 
of the Internal Revenue Code of 1054 to conform to the Act of 
August 7, 19o0, and sections 10, 11, and 12 of the Technical 
Amendments Act of 1058, and to make certain other changes. 

DEPARTMENT OIt THE TREASVRY7 
OFFICE OF COMMISSIONER OI' INTERNAL REVENUE7 

Waehington 8o~, D. C. 
To Offfcera and Zmployeea of the lnterna/ If'. evenue 8ervice and 

Others Concerned: 
On February 28, 1962, notice of proposed rulemaking with respect 

to the amendment of the Income Tax Re~~lations (26 CFR Part 1) 
ender section 170 of the Internsl Recense Code of 1Mt (retsting to 

e d r S t tt t tt R t See. d t dr trltl, tede. 
n 27 F. R. 8093. 
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charitable, etc. , contributions and gifts) to conform the regulations 
to changes made by the Act of August 7, 1956 (Pub. Law 1022, 84th 
Cong. , 70 Stat. 1117 [C. B. 1956 — 2, 1207]), and sections 10, 11, and 
12 of the Technical Amendments Act of 1958 (72 Stat. 1609, 1610 
[C. B. 1958 — 8, 254]), and to make certain clarifying changes therein 
was published in the Federal Register (27 F. R. 1901). No objection 
to the rules proposed having been received during the 80-day period 
prescribed in the notice, the amendment of the regulations as proposed 
is hereby adopted. 

PARAGRArH 1. Section 1. 170 is amended by revising section 170(b) 
and the historical note. As amended, $ 1. 170 reads as follows: 

$ 1. 170 STATUTCRY PRovIBIDNs: CHARITABLE, ETc. , CCNTRIBUTICNs AND GIF'rs, 

SEC. 170. CHARITABLE, ETC. , CONTRIBUTIONS AND GIFTS. ~ 

(b) LIMITATIONS. — 
(1) INDIvIDUAI. S. — In the case of an individual the deduction pro- 

vided in subsection (a) shall be limited as provided in subpara- 
graphs (A), (B), (C), and (D). 

(A) SPEcIAL RULE. — Any charitable contribution to- 
(i) A church or a convention or association of churches, 
(ii) An educational organization referred to in section 

503(b) (2), or 
(iii) A hospital referred to in section 508(b) (o), or to 

a medical research organization (referred to in section 
508(b) (5) ) directly engaged in the continuous active con- 
duct of medical 1csearch in conjunction with a hospital, if 
during the calendar year in which the contribution is made 
such organization is committed to spend such contributions 
for such research before, lanuary 1 of the fifth calendar 
year which begins after the date such contribution is made, 

shall be allowed to the extent that the aggregate of such con- 
tributions does not exceed 10 percent of the taxpayer's adjusted 
gross income computed without regard to any net operating 
loss carryback to the taxable year under section 172. 

(B) GENERAL IIMITATIoN. — The total deductions under sub- 
section (a) for any taxable year shall not exceed 20 percent 
of the taxpayer's adjusted gross income computed without 
regard to any net operating loss carryback to the taxable year 
under section 172, For purposes of this subparagraph, the 
deduction under subsection (a) shall be computed without 
regard to any deduction allowed under subparagra. ph (A) but 
shall take into account any charitable contributions to the 
organizations described in clauses (i), (ii), and (iii) which 
are in excess of the amount allowable as a deduction under 
subparagraph (A). 

(C) UNLIMITED DEDUcTIQNs FoR cERTAIN INDIVIDUALS. — The 
limitation in subparagraph (B) shall not apply in the case of 
an iudividual if, in the taxable year and in 8 of the 10 preceding 
taxable years, the amount of the charitable contributions, plus 
the an1ount of inco1ne tax (detern1ined without regard to chap- 
ter 2, relating to tax on self-employment income) paid during 
such year in respect of such year or preceding taxable years, 
exceeds 90 percent of the taxpayer's taxable income for such 
year, computed without regard to- 

(i) This section, 
(ii) Section 151 (allowance of deductions for personal 

exemptions), and 
(iii) Any net operating loss carryback to the taxable 

year under section 172. 
In lieu of the a1nount of income tax paid during any such 
year, there mar be substituted for that year the amount of 
income tax paid in respect of such year, provided that anv 
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amount so included in the year in respect of which payment 
was made shall not be included in any other year, 

(D) DENIAL OF DEDUC'IION IN CASE OF CERTAIN TRANSFERS IN 
TRUsr. — Xo deduction shall be allowed under this section for 
the value of any interest in property transferred after Alarch 0, 
1054, to a trustif- 

(i) The grantor has a reversionary inten st in the corpus 
or income of that portion of the trust with respect to which 
a deduction would (but for this subparagraph) be allow- 
able under this section; and 

(ii) At the tiine of the transfer the value of such rever- 
sionary interest exceeds 5 percent of the value of the prop- 
erty constituting such portion of the trust. 

For purposes of this subparagraph, a power exercisable by the 
grantor or a nonadverse party (within the meaning of section 
672(b) ), or boih, to revest in the grantor property or income 
therefrom shall be treated as a reversionary interest. 

(2) CCRPCRATICNs. — In ihe ease of a corporation, the total deduc- 
tions under subsection (a) for any taxable vear shall not exceed 
5 percent of the taxpayer's taxable income computed without 
regard to— 

(A) This section, 
(B) Part VIII (except section 248), 
(C) Any net operating loss carryback to the taxable year 

under section 172, and 
(D) Section 922 (special deduction for Western Hemisphere 

trade corporations). 
Any contribution made by a corporation in a taxable year to which 
this section applies in excess of the amount deductible in such year 
under the foregoing limitation shall be deductible in each of the two 
succeeding taxable years in order of time, but only to the extent of 
the lesser of the two folloving amounts: (i) the excess of the 
Inaximum amount deductible for such succeeding taxable year under 
the foregoing limitation over the contributions niade in such year; 
and (ii) in the case of the first succeeding taxable year the amount 
of such excess contribution, and in the case of the second succeed- 
in taxable year the portion of such excess contribution not deducti- 
ble in the first succeeding taxable year. 

(8) SPECIAL RULE FOR CORPORATIONS HAVING NET OPERATING LOSS 
CARRxovERs. — In applving the second sentence of paragraph (2) of 
this subsection, the excess of— 

(A. ) The contributions made by a corporation in a taxable 
year to which this section applies, over 

(B) The amount deductible in such year under the limita- 
tion in the first sentence of such paragraph (2), 

shall be reduced to the extent that such excess reduces taxable 
income (as computed for purposes of the second sentence of section 
172(b) (2) ) and increases a net operating loss carryover under sec- 
tion 172 to a succeeding taxable year. 

(4) REDUGTIoN FCR cERTAIN IvTEREsT. — If, in connection with any 
charitable contribution, a liability is assumed by the recipient or by 
any other person, or if a charitable contribution is of property which 
is subject to a liability, then, to the extent necessary to avoid the 
duplication of amounts, the amount taken into account for purposes 
of this section as the amount of the charitable contribution— 

(A) Shall be reduced for interest (i) which has been paid 
(or is to be paid) by the taxpayer, (ii) which is attributable 
to the liability, and (iii) which is attributable to any period 
after the making of the contribution, and 

(B) In the case of a bond, shall be further reduced for 
interest (i) which has been paid (or is to be paid) by the tax- 
payer on indebtedness incurred or continued to purchase or 
carry such bond, and (ii) which is attributable to any period 
before the making of the contribution. 

The reduction pursuant to subparagraph (B) shall not exceed the 
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interest (including interest equivalent) on the bond which is at- 
tributable to any period before the making of the contribution and 
which is not (under the taxpayer's method of accounting) in- 
cludible in the gross income of the taxpayer for any taxable year. 
For purposes of this paragraph, the term "bond" means any bond, 
debenture, note, or certificate or other evidence of indebtedness, 

V 

[Sec. 170 as amended by sec. 1, Act of Aug. 7, 1956 (Pub. Law 1022, 
84i, h Cong. , 70 Stat. 1117 [C. B. 1956 — 2, 1207]) and sec. 10, 11, and 12, 
Technical Amendments Act 1958 (Pub. Law 85 — 866, 72 Stat. 1609— 
1610 [C. B. 1958-8, 254])] 

PAlt. o. Section 1. 170 — 1 is amended by revising paragraphs (b) and 

(c) thereof to read as follows: 

g 1. 170 — 1 CHARITABLE, ETc. , CCNTRIBUTICNs AND GIFTs; ALLowANcE oF DE- 
DUCTIO'N. 

(b) Time of making contribution. — Ordinarily a contribution is made at the 
time delivery is eiIected. In the case of a check, the unconditional delivery (or 
mailing) of a check which subsequently clears in due course will constitute an 
effective contribution on the date of delivery (or mailing). If a taxpayer un- 
conditionally delivers (or mails) a properly endorsed stock certilicate to a 
charitable donee or the donee's agent, the gift is completed on the date of de- 
livery (or mailing, provided that such certificate is received in the ordinary 
course of the mails). If the donor delivers the certificate to his bank or broker 
as the donor's agent, or to the issuing corporation or its agent, for transfer into 
the name of the donee, the gift is completed on the date the stock is transferred 
on the books of the corporation. 

(c) Contribution in property. — (1) General rules. — If a contribution is made 
in property other than money, the amount of the deduction is determined by the 
fair market v'alue of the property at the time of the contribution. The fair 
market value is the price at which the property would change hands between a 
willing buyer and a willing seller, neither being under any compulsion to buy 
or sell and both having reasonable knowledge of relevant facts. If the contri- 
bution is made in property of a type which the taxpayer sells in the course of 
his business, the fair market value is the price which the taxpayer would have 
received if he had sold the contributed property in the lowest usual market in 
which he customarily sells, at the time and place of the contribution (and in the 
case of a contribution of goods in quantity, in the quantity contributed). The 
usual market of a manufacturer or other producer consists of the wholesalers or 
other distributors to or through whom he customarily sells, unless he sells onlv at 
retail in which event it is his retail customers. If a donor makes a charitable 
contribution of, for example, siock in trade at a time vvhen he could not reason- 
ably have been expected to realize its usual selling price, the value of the gift is 
not the usual selling price but. is the amount for which the quantity of merchan- 
dise contributed would have been sold by the donor at the time of the contribu- 
tion. Costs and expenses incurred in the year of contribution in producing or 
acquiring the contributed property are not deductible and are not a part of the 
cost of goods sold. Similarly, to the extent that costs and expenses incurred 
in a prior taxable year in producing or acquiring the contributed propertv aI'e 
reflected in the cost of goods sold in the year of contribution, cost of goods sold 
must be reduced by such costs and expenses. Transfers of property to an orga- 
nization described in section 170(c) which bear a direct relationship to the tax- 
payer's business and which are made with a reasonable expectation of financial 
return commensurate with the amount of the transfer may constitute allowable 
deductions as trade or business expenses rather than as charitable contributions. 
See section 162 and the regulations thereunder. 

(2) Zednction for certain interest. — (i) With respect to charitable contribu- 
tions made after December 81, 1957, section 170(b) (4) requires that the amount 
of the charii. able deduction be reduced for certain interest to the extent necessary 
to avoid the deduction of the same amount both as an interest deduction under 
section 168 and as a deduction for charitable contributions under section 170. 
The reduction is to be determined in accordance with subdivisions (ii) and (iii) 
of this subparagraph. 



(ii) V'ith respect, to charitable contributions made after December 81, 1987, 
in determining the amount to be taken into account as a charitable contribution 
for purposes of section 170, the amount determined without regard to section 
170(b) (4) or this subparagraph shall be reduced by the amount of interest 
which has been paid (or is to be paid) by the taxpayer, which is attributal-le to 
any liability connected with the coutribution, and which is attributable to anv 
period of time after the making of the contribution. The deduction otherwi. e 
allowable for charitable contributions under section 170 is required to be reduced 
pursuant to section 170(b) (4) only if, iu connection with a charitable contri- 
bution, a liability is assumed by the recipient of the contribution or by any other 
person, or if the charitable contribution is of property which is subject to a 
liability. Thus, if the contribution is made in propertv and the transfer is con- 
ditioned upon the assumption of a liability by the donee or by some other person, 
any interest paid (or to be paid) by the tazpayer, attributable to the liabilitv, 
aud with respect to a period after the making of the contribution, will serve to 
reduce the amount that may be taken into account as a charitable contribution 
for purposes of section 170. The adjustment referred to in this subdivision 
must also be made where the coutributed property is subject to a liability and 
the value of the propertv reiiects the payment by the donor of interest with re- 
spect to a period of time after the making of the contribution. 

(iii) If, in connection with the charitable contribution, after December 81, 
19o7, of a bond, a liabilitv is assumed by the recipient or by any other person, 
or if the bond is subject to a liability. then, in determining the amount to be 
taken into account as a charitable contribution under section 170, the amount 
determined without reg" rd to section 170(b) (4) or this subparagraph shall, 
without regard to whether any reduction ruay be required by subdivision (ii) 
of this subparagraph, also be reduced for interest which has been paid (or is 
to be paid) by the taxpayer on iudebteduess incurred or. continued to purchase 
or carry such bond, and which is attributable to any period before the making 
of the contribution. However, the reduction referred to in this subdivision 
shall be made only to the extent that . uch reduction does not exceed the iu- 
terest (including bond discount and other interest equivalent) receivable on 
the bond, and attributable to any period before the makin of the contribution 
which is not, by reason of the tazpaver's method of accounting, includible in 
the taxpayer's gross income for auy tazable year. For purposes of section 
170(b) (4) and this subdivision the term "bond" meaus any bond, debenture, 
note, or certiQcate or other evidence of indebtedness. 

(iv) The provisious of this subparagraph mav be illustrated by the following 
ezamples: 

Example (I). A, an individual using the cash receipts and disbursements 
method of accountin, on Januarv 1, 1960, contributed to a charitable organiza- 
tion real estate having a fair market value of ~&10, 000. In connection with the 
coutribution the charitable organization assumed an indebtedness of $8, 000 
which 6 had incurred. A has prepaid two years' interest on that indebtedness 
(for 1960 and 1961) amounting to $960, and has taken an interest deduction of 
$960 for such amount. The amount of the gift, deteru-. ined without regard to 
this subparagraph, is $2, 960 (810, 000 less $S, OOO. the outstandiug indebtedness, 
plus $960, the amount of prepaid interest). In determining the amount of the 
deduction for charitable contributions, the value of the gift ($2, 960) must be 
reduced bv $960 to eliminate from the computation of such deduction that por- 
tion thereof for which 2 has been allowed an interest deduction. 

Eza~nple (8). On January 1, 1960, B, an individual using the cash receipts 
and disbursements method of accouutin, purchased for $9, 600 a o~/ percent 
$10, 000, 20-vear 3I Corporation bond, the interest on which was payable semi- 

annually on June 80 and December 81. The JI Corporation had issued the bond 

on January 1, 1MO, at a discount of 8720 from the principal amount. On 

Decenrber 1, 1960, B donated the bond to a charitable organization, and, in con- 

nectiou with the contribution, the charitable organization assumed an indebted- 

ness of 87, 000 which B had incurred to purchase and carry the bond. During 
the calendar year 1960 B paid accrued interest of $880 on the indebtedness for 
the period from January 1 to December 1, 1960, and has taken an interest deduc- 

tion of $880 for such amount. Xo portion of the bond discount of $86 a year 

( $ 7 ~O divicled by 20 years ) has been included in B's income, and of the $o60 of 
annual interest receivable on the bond, he included in income only the June 80 
pay~e~t of 8 75. The market value of the bond on the date of the contribution 
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was $9, 902. Such value refiects a proportionate part of the original bond 
discount ($9, 280 plus $898, or $9, 678) and of interest receivable of $229 which 
had accrued from July 1 to December 1, 1960. The amount of the charitable 
contribution determined without regard to this subparagraph is $2, 902 ($9, 902, 
the value of the property on the date of gift, less $7, 000, the amount of the lia- 
bility assumed by the charitable organization). In determining the amount of 
the allowable deduction for charitable contributions, the value of the gift 
($2, 902) must be reduced to eliminate from the deduction that portion thereof 
for which B has been allowed an interest deduction. Although the amount of 
such interest deduction was $880, the reduction required by this subparagraph 
is linlited to $262, since the reduction is not in excess of the amount of interest 
income on the bond ($229 of accrued interest plus $88, the amount of bond dis- 
count attributable to the eleven-month period B held the bond). 

PAR. '3. Section 1. 170 — 2 is amended by revising subparagraph (1) of 
paragraph (a), by revising subparagraphs (1) and (4) of paragraph 
(b), and by revising subparagraph (1) and subdivisions (i) and (ii) 
of subparagraph (9) of paragraph (c). As amended, I) 1. 170 — 2 reads 
as follows: 

$ 1. 170 — 2 CHARITABLE DEDUcTIoNs BY INDIvIDUALs; LIMITATIoN8. — (a) IN gen- 
eral. — (1) A deduction is allowable to an individual under section 170 only for 
charitable contributions actually paid during the taxable year, regardless of 
when pledged and regardless of the method of accounting employed by the tax- 
payer in keepiug his books and records. A contribution to an organization de- 
scribed in section 170(c) is deductible even though some portion of the funds of 
the organizationmay be used in foreign countries for charitable or educational 
purposes. The deduction bv an individual for charitable contributions under sec- 
tion 170 is limited generally to 20 percent of the taxpayer's adjusted gross income 
(computed without regard to any net operating loss carryback to the taxable 
year under section 172). If a husband and wife make a joint return, the deduc- 
tion for contributions is the aggregate of the contributions made by the spouses, 
and the limitation in section 170(b) is based on the aggregate adjusted gross in- 
come of the spouses. The 20-percent limitatiou applies to amounts contributed 
during the taxable year "to or for the use of" those recipients described in sec- 
tion 170(c). The linlitation is computed without regard'to contributions quali- 
fying for (. he additional 10-percent deductiou. For examples of the application 
of the 10 and 20-percent linfitation, see paragraph (b) (5) of this section. For 
special rules reducing amount of certain charitable deductions, see paragraph 
(c)(2) of $ 1. 170-1. 

(b) Additional 10 percent deduction. — (1) In general. — In addition to the de- 
duction which may be allowed for contributions subject to the general 20-percent 
limii. ation, an individual may deduct charitable contributions made during the 
taxable year to the organizations specified in section 170(b) (1) (A) to the extent 
that such contributions in the aggregate do not exceed 10 percent of his adjusted 
gross income (computed v ithout regard to any net operating loss carryback to the 
taxable year under section 172). The additional 10-percent deduction may be 
allowed with respect to contributions to- 

(i) A church or a convention or association of churches, 
(ii) An educational organization referred to in section 508(b) (2) and 

defined in subparagraph (8) of this paragraph, 
(iii) A hospital defined in subparagraph (4) (i) of this paragraph, and 
(iv) Subject to certain conditions and limitations set forth in subpara- 

graph (4) (ii) of this paragraph, and for taxable years beginning after 
December 81, 1955, a medical research organization referred to in section 
508(b)(5). 

To qualify for the additional 10-percent deduction the contribution must be 
lna. de "to", and not merely "for the use of", one of the specified organizations. 
contribui, ion made to a trust, community chest, or other organization referred to 
in section 170(c), which in turn makes the contribution available to a church, 
school, hospital, or medical research organization, will not qualify under the 10- 
percent limitation unless such trust, community chest, or other organization 
acts merely as an agent of the taxpayer in delivering the contribution. The 
computation of this additional deduction is not necessary unless the total con- 
tributions paid during the taxable year are in excess of the general 20-percent 
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»mitation. Where the total contributions exceed the 20-percent limitation, the 
taxpayer sllould first ascertain the amount of charitable contributions subject to the 10-percent limitation, and any excess over the 10-percent limitation should 

en be added to all other contributions and limited by the 20-percent liriiitation. 

(4) IIospit(&l (&&&d medtcal rcsearcl& organization. — (i) Host&itaL — The terni 
"hospital", as used in section 170 (b) ( 1) (A. ), means an organization the principal 
purposes or functions of which are the providing of hospital or medical care. 
The term includes I'ederal and State hospitals otherwise coniing within the 
definition but does not include inedical education organizations, or medical re- 
search organizations. See, however, subdivision (ii) of this subparagraph, re- 
lating to contributions to certain medical resear& h o& ganizations for taxable 
years beginning after Deceniber 31, 1955&. A rehabilitation institution or an out- 
patient clinic niay qualify as a hospital if its principal purposes or functions are 
the providing of hospital or medi& al care. The tenn "hospital" does riot include 
convalescent homes or homes for children or the aged, nor does the term include 
institutions whose principal purposes or functions are to train handicapped 
individuals to pursue some vocation. 

(ii) Cc& tai» me&tlout rescarcl& organizations. — (a) For taxable years beginning' 
after December 31, 1955, certain charitable contributions made to certain medi- 
cal research organizations may be taken into account in computing the addi- 
tional 10-percent limitation. To be so taken into account the charitable 
contribution must be made to a medical research organization that is directly 
engaged in the continuous active conduct of medical research in conjunction 
with a hospital (as defined in subdivision (i) of this subparagraph), and, dur- 
ing the calendar year in which the contribution is made, the organization must 
be committed to spend the contribution for such active conduct of medical re- 
search before January 1 of the fifth calendar year beginning after the date 
the contribution is made. 

(l&) As used in section 170(b) (1) (A) and this subparagraph, the term "medi- 
cal research organization" means an organization the principal purpose or 
function of which is to engage in medical research. Medical research may be 
defined as the conduct of investigations, experimeni. s, and studies to discover, 
develop, or verify knowledge relating to the causes, diagnosis, treatment, pre- 
vention, or control of physical or mental diseases and impairments of man. To 
qualify as a medical research organization, the organization must have the ap- 
propriate equipment and professional personnel necessary to carry out its prin- 
cipal function. 

(c) The organization must, at the time of the contribuiion, be directly en- 
gaged in the continuous active conduct of medical research in conjunction with 
a hospital described in subdivision (i) of this subparagraph. The organization 
need not be formally afiiliated with a hospital to be considered engaged in the 
active conduct of medical research in conjunction with a hospital, but it must 
be physically connected, or closely associated, with a hospital. In any case, 
there must be a joint effort on the part of the research organization and the 
hospital pursuant to an understanding that the two organizations shall maintain 
continuing close cooperation in the active conduct of medical research. For ex- 
ample, the necessary joint effort will normally be found to exist if the a&'tivities 
of the medical research organization are carried on in space located within or 
adjacent to a hospital provided that the organization is permitted to utilize the 
facilities (including equipment, case studies, etc. ) of the hospital on a continuing 
basis in the active conduct of medical research. A medical research organiza- 
tion which is closely associated, in the manner described above, iviih a particular 
hospital or particular hospitals, may be considered to be pursuing research in 
conjunction with a hospital if the necessary joint effort is supported by sul&- 

stantial evidence of the close cooperation of the members of the research orga- 
nization and the staff of the particular hospital or hospitals. The active 
parti& ipation in medical research by the staft of thc particular hospital or hos- 
pitals ivill be considered as evidence of the requisite joint effort. If the organi- 

zationn's 

priinary purpose is to disburse funds to other organizations for the 
conduct of research by them, or, if the organization's primary purpose is to 
extelld research grants or scholar~hips to others, it is not directly engaged in the 
active conduct of medical research, aml contributions to such au organization 
may not be taken into account for purposes of the additional 10-percent limitation. 

charitable contribution to a medical research organization may be 
taken into account in computing the additional 10-percent limitation only if the 
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organization is committed to spend such contribution for medical research in 
conjunction with a hospital on or before the first day of the fifth calendar year 
which begins after the date the contribution is made. The organization's com- 
mitment that the contribution will be spent within the prescribed time only for 
the prescribed purposes must be legally enforceable. A promise in writing to 
the donor in consideration of his making a contribution that such contribution 
will be so spent within the prescribed time will constitute a commitment. The 
expenditure of contributions received for plant, facilities, or equipment, used 
solely for medical research purposes shall ordinarily be considered to be an ex- 
penditure for medical research for purposes of section 170(b) and this section. 
If a contribution is made in other than money. it shall be considered spent for 
medical research if the funds from the proceeds of a disposition thereof are 
spent by the organization within the tive year period for medical research; or, 
if such property is of such a kind that it is used on a continuing basis directly 
in connection with such research, it shall be considered spent for medical re- 
search in the year in which it is first so used. 

(c) Vnliratted dedttctioa for tndtnidaals. — (I ) In, generat. — (i) The deduc- 
tion for charitable contributions made by an individual is not subject to the 10 
and 20-percent limitations of section 170(b) if in the taxable vear and each of 
8 of the 10 preceding taxable years the sum of his charitable contributions paid 
during the year, plus his payments during the year on account of Federal in- 
come taxes, is more than 90 percent of his taxable income for the year (or net 
income, in years governed by the Internal Revenue Code of 1989). In determin- 
ing the applicability of the 10 and 20-percent limitations of section 170(b) for 
taxable years beginning after December 81, 1957, there may be substituted, in 
lieu of the amount of income tax paid during any vear, the amount of income 
tax paid in respect of such year, provided that any amount so included for the 
year in respect of which payment was made shall not be included for any other 
year. For the purpose of the first sentence of this paragraph, taxable income 
under the 1954 Code is deterinined without regard to the deductions for charita- 
ble contributions under section 170, for personal exemptions under section 151, 
or for a net operating loss carryback under section 172. On the other hand, for 
this purpose net income under the 1989 Code is computed without the benefit 
only of the deduction for charitable contributions. See section 120 of the In- 
ternal Revenue Code of 1989. The term "income tax" as used in section 
170(b) (1) (C) means only Federal income taxes, and does not include the taxes 
imposed on self-employment income, on employees under the Federal Insurance 
Contributions Act (chapter 21 of the Code) or on railroad employees and their 
representatives under the Railroad Retirement Tax Act (chapter 22 of the Code) 
by chapters 2, 21, and 22, respectively, or corresponding provisions of the In- 
ternal Revenue Code of 1989. For purposes of section 170(b) (1) (C) and this 
paragraph, the amount of inconie tax paid during a taxable year shall be de- 
termined (except as provided in subdivision (ii) of this subparagraph) by 
including all payments made by the taxpayer during such taxable year on ac- 
count of his Federal income taxes (whether for the taxable year or for pre- 
ceding taxable years). Such payments would include any amount paid during 
the taxable year as estiinated tax for that year, payment of the final installment 
of estimated tax for the preceding taxable year, final payment for the preceding 
taxable year, and any payment of a deficiency for an earlier taxable year, to 
the extent that such pavments do not exceed the tax for the taxable year for 
which payment is made. Any payment of income tax with respect to which 
the taxpayer receives a refund or credit shall be reduced by the amount of such 
refund or credit. Any such refund or credit shall be applied against the most 
recent payments for the taxable year in respect of which the refund or credit 
arose. 

(ii) For any taxable year beginning after December 81, 1957, the applicability 
of the 10 and 20-percent limitations of section 170(b) mav be determined either 
with reference to the income tax paid during the year or any prior year, or with 
reference to the income tax paid in respect of any such year or prior years. 
The 90-percent test of section 170(b) (1) (C) mav be applied for the taxable year, 
or for any one or more of the preceding 10 taxable years, by taking into account 
the income taxes paid in respect of that year or years, and for the balance of 
the 10 years by taking into account the income tax pa. yments made during those 
years. Thus, a taxable year which qualifies under either of the two permissible 
methods shall be considered as a qualifying year irrespective of whether the 
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tax~hie year begins before or after December 31, 1957. However, a particular 
income tax payment may only be taken into account once, either with respect 
to the year of liability or for the year of payment. 

(2) J'oint returns. — (i) Joint return for current taxable year. — If a husband 
and wife make a joint return for any taxable year, their deduction for charitable 
contributions is not subject to the 10- and 20-percent limitations of section 
170(b), if, under the rules of subparagraph (1) of this paragraph, in the taxable 
year and in each 8 of the 10 preceding taxable years (regardless of whether 
separate or joint returns were filed), the aggregate charitable contributions of 
both spouses paid during the year, plus their aggregate payments during the 
year on account of Federal income taxes (or, if the taxable year begins after 
December 81, 1957, the aggregate tax paid in respect of such taxable year or auy 
precedin taxable vear) exceed 90 percent of their aggregate taxable incomes 
for the year. 

(ii) Separate return by spouse or by Nnremarried totdow or nidouer. — If a 
spouse, or the unremarried widow or widower of a deceased spouse, makes a 
separate return for any taxable year, his deduction for charitable contributions 
is not subject to the 10- and 20-percent limitations of section 170(b), if, under 
the rules of subparagraph (1) of this paragraph, in the taxable year and each 
of 8 of the 10 preceding taxable years- 

(a) For which the taxpayer filed a joint return with his spouse, either 
their aggregate charitable contributions and pavments of Federal income 
taxes made during the taxable year (or if the taxable year begins after 
December Sl, 1957, made in respect of such taxable year or any preceding 
taxable year) exceed 90 percent of their aggregate taxable income for that 
year, or the taxpayer's separate charitable contributions and payments of 
Federal income taxes allocable to his separate income and made during the 
taxable year (or if the taxable year begins after December 91, 1957, made in 
respect of such taxable year or any preceding taxable vear) exceeds 90 
percent of his separate taxable income for that year, and 

(b) For which the taxpayer did not file a joint return with his spouse, 
the aggregate of his charitable contributions and payments of Federal in- 
come taxes made during the taxable year (or, if the taxable year begins 
after December 81, 1957, the payments of income taxes made in respect of 
such taxable year or any preceding taxable year) exceeds 90 percent of 
his taxable income for that year. 

For the purpose of the preceding sentence, the word "spouse" does not include 
a spouse from whom the taxpayer has been divorced. 

A 

PAIt. 4. Section 1. 170 — 8 is amended by revising paragraph (a), and 
paragraph (c) of ( 1. 170 — 3 is amended by adding subparagraphs (8) 
and (4) thereto. As amended, $ 1. 170 — 3 reads as follows: 

$1. 170 — 9 CONTRIBUTIoxs on GIFTs Bv CoaPORATIoNS. — (a) In generaL — The 
deduction by a corporation in any taxable year for charitable contributions, as 
defined in section 170(c), is limited to 5 percent of its taxable income for the 
year, computed without regard to: 

(1) The deduction for charitable contributions, 
(2) The special deductions for corporations allowed under part VIII 

(except section 248), subchapter B, chapter 1 of the Code, 
(8) Any net operating loss carryback to the taxable year under section 

172, and 
(4) The special deduction for Western Hemisphere trade corporations 

under section 922. 
A contribution by a corporation to a trust, chest, fund, or foundation organixed 
and operated exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes or for the prevention of cruelty to children or animals is deduct- 
ible only if the contribution is to be used in the United States or its possessions 
for those purposes. See section 170(c) (2). For the purposes of section 170, 
amounts excluded from the gross income of a corporation under section 114 
(relating to sports programs conducted for the American National Red Cross) 
are not to be considered contributions or gifts. For reduction or disallowance 
of certain charitable, etc. , deductions, see paragraphs (c) (2), (e) and (f) of 
f 1. 170 — 1. 

0 
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(c) Charitable contributions carryover of corporations. 
(6) A corporation having a net operating loss carryover (or carryovers) must 

apply the special rule of section 170(b) (8) and this subparagraph before com- 
puting under subparagraph (1) of this paragraph the charitable contributions 
carryover for any taxable year subject to the Internal Revenue Code of 1954. 
In determining the amount of charitable contributions that mav be deducted in 
the two taxable years succeeding the year of the contribution, the excess of 
contributions made by a corporation in the year of contribution over the amount 
deductible in such year must be reduced by the amount by which such excess 
reduces taxable income (for purposes of determining the net operating loss 
carryover under the second sentence of section 172(b) (2) ) and increases a net 
operating loss carryover to a succeeding taxable year. Thus, if the excess of 
the contributions made in a taxable year over the amount deductible in the 
taxable year is utilized to reduce taxable income for such year for purposes of 
determining the net operating loss deduction for such year, thereby serving to 
increase the amount of the net operating loss carryover to a succeeding year or 
years, no charitable contributions carryover will be allowed. If only a portion 
of the excess charitable contributions is so used, the charitable contributions 
carryover will be reduced only to that extent. 

(4) The application of the rule of subparagraph (8) of this paragraph may 
be illustrated by the following example: 

Evarnpte. A. corporation which reports its income on the calendar year method 
makes a charitable contribution of $10, 000 during the taxable year 1960. - Its 
taxable income t' or 1960 is $80, 000 (computed without regard to any net operat- 
ing loss deduction and computed in accordance with section 170(b) (2) without 
regard to any deduction for charitable contributions). The corporation has a 
net operating loss carryover from 1959 of $80, 000. In the absence of the net 
operating loss deduction the corporation would have been allowed a deduction 
for charitable contributions of $4, 000 (5 percent of $80, 000). After the appli- 
cation of the net operating loss deduction the corporation is allowed no deduc- 
tion for charitable contributions, and there is a tentative charitable contribution 
carryover of $10, 000. For purposes of determining the net operating loss carry- 
over to 1961 the corporation computes its taxable income for its prior taxable 
year 1960 under section 172(b) (2) by deducting the $4, 000 charitable contribu- 
tion. Thus, after the $80, 000 net operating loss carryover is applied against 
the $76, 000 of taxable income for 1960 (computed in accordance with section 
172(b) (2) ), there remains a $4, 000 net operating loss carryover to 1961. Since 
the application of the net operating loss carryover of $80, 000 from 1959 reduces 
the taxable income for 1960 to zero, no part of the $10, 000 of charitable contri- 
butions in that year is deductible under section 170(b) (2). However, in deter- 
mining the amount of the allowable charitable contributions carryover to the 
taxable years 1961 and 1962, the $10, 000 must be reduced bv the portion thereof 
($4, 000) which was used to reduce taxable income for 1960 (as computed for 
purposes of the second sentence of section 172(b) (2) ) and which thereby served 
to increase the net operating loss carryover to 1961 from zero to $4, 000. 

PAR. 5. Paragraph (a) of $ 1. 678(b) — 1 is revised to read as follows: 
$ 1. 678(b) — 1 INCOME PAYABLE To CHARITABLE BENEFICIARIES. — (a) Pursuant 

to section 678(b) a grantor is not treated as an owner of auy portion of a trust 
under section 678, even though he has a reversionary interest which will take 
etXect within 10 years, to the extent that, under the terms of the trust, the income 
of the portion is irrevocably payable for a period of at least 2 years (commencing 
with the date of the transfer) to a designated beneficiary of the type described 
in section 170(b) (1) (A). 

PAR. 6. Paragraph (c) of $1. 681(a) — 2 is revisedto read as follows: 
5 1. 681(a) — 2 LIMITATIoN QN CHARITABLE CoNTRIBUTIoNs DEDUcTIoN CF TRUBTB 

WITH TRADE oR BUBINESS INcoME. 
A 

(c) Examples. (1) The application of this section may be illustrated by the 
following examples, in which it is assumed that the Y charity is not a charitable 
organization qualifying under section 170(b) (1) (A. ) (see subparagraph (2) of 
this paragraph): 
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(2) If, in the examples in subparagraph (1) of this paragraph, the Y charitv 
were a charitable organization qualifying under section 170(b) (1) (A), then the 
deduction allowable under section O12(b) (11) would be computed at a rate of 
80 percent. 

I AR. 7. Subparagraph (1) of paragraph (a) of $ 1. 681(b) — 1 is 
revised to read as follows: 

$ 1. 681 (b) — 1 LIMITATIDN ov CIIARITABLE CovTRIBUTIGNs DEDUcTICN 0F TRUSTS 
I' NGAGED IN PRQHIBITED TRANsAcTICNs. — (a) In general. — (1) If a trust has 
engaged in a "prohibited transaction, " the charitable contributions deduction 
which mould otherwise be allosvable to the trust under section 642(c) is limited 
bV section 681(b) (1) to 20 percent of the taxable inconIe of the trust (computed 
without any charitable contributions deduction), except that an additional 
deduction of up to 10 percent of such taxable income is allowed for aInounts 
actually paid to organizations qualifying under section 170(b) (1) (A). There 
is no requirement that amounts subject to the 20-percent limitation be actually 
paid, if they are set aside or are to be used exclusively for charitable or other 
purposes so that they would be deductible under section 642 (c) . 

PAR. 8. Paragraph (b) of $1. 681(c) — 1 is revised to read as follows: 
) 1. 681(c) — 1 LIIIITATIDN CN CHARITABLE CoNTRIBUTIoNs DEDUcTICN or TRUsTs 

ACCUMULATING INCONIE. 

(b) Eatent of limitation. — If a trust is subject to the limitations of section 
681(c) for any taxable year, the charitable deduction Ivhich would otherwise be 
allowable to the trust under section 642(c) is limited to amounts actually paid 
out during the taxable year, and is limited to 20 percent of the taxable income of 
the trust (computed without any charitable deduction), except that an additional 
deduction of up to 10 percent of such taxable income is allowed for amounts 
actually paid to organizations qualifying under section 170(b) (1) (A). 

PAR. 0. Paragraph (b) of $ 1. 709 — 1 is revised to read as follows: 
3 1. 702 — 1 INOCME AND CREDITs GF PARTNER. 

(b) Ckaracter of items constituting distrRntire share. — The character in the 
hands of a partner of any item of income, gain, loss, deduction, or credit described 
in section 702(a) (1) through (8) shall be determined as if such item were 
realized directly from the source from which realized by the partnership or in- 
curred in the same manner as incurred by the partnership. For 
example, a partner's distributive share of gain from the sale of depreciable 
property used in the trade or business of the partnership shall be considered as 
gain from the sale of such depreciable property in the hands of the partner. 
Similarly, a partner's distributive share of partnership "hobby losses" (section 
270) or his distributive share of partnership charitable contributions to organiza- 
tions qualifying under section 170(b) (1) (A) retains such character in the hands 
of the partner. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1054 (68A. Stat. 017; 
96 U. S. C. 7805). ) 

WILLIAM H. I&OEB& 

Acting Commissioner of Interne/ Revenue. 

Approved August 0, 1069. 
STANLEY S. SURREY) 

Assistant 8ecretary of the Treasury. 

(Fjled by the Division of the Federal Register on August 14, 1962, 8:o2 a. m. , 
and published in the issue of the Federal Register for August 15, 1962, 27 
F R. 8098) 
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26 CFR 1. 170 — 1: Charitable, etc. , contributions and gifts; allowance 

of deduction. 

Contributions to a church missionary fund which makes payments 
to the taxpayer's missionary son. See Rev. Rul. 62 — 118, page 10. 

SECTION 171. — AMORTIZABLE BOND PREMIUM 

26 CFR 1. 171 — 1: Amortizable bond premium. Rev. Rul. 62 — 127' 

The Internal Revenue Service will follow the decision of the United 
States Court of Appeals for the Sixth Circuit in Hey'bef t ltufftphreys 
et tjz. v. Comnrissi oner, 801 Fed. (2d) 88 (1962), reversing T. C. Memo. 
1961 — 9, with respect to the issue whether taxpayers are entitled to an 
amortizable bond premium deduction under section 171 of the Internal 
Revenue Code of 1954 where the purchase of bonds did not have an 
investment, purpose. The decision in the H77mphreyg case is in accord 
with an earlier decision of the Seventh Circuit in 3f(tygfee/ I'roducfg, 
If(a. v. Cofyttytt'8gt'onef, 287 Fed. (2d) 429 (1961), and cases in other 
Circuits. The issue involved will not be further litigated. 

It should be noted, however, that the decision not to further litigate 
in the specific situation above described in no way aQ'ects the position 
of the Service that a transaction, in general, will not be recognized for 
tax purposes if it is a sham or otherwise lacks economic reality. 

PART VII. — ADDITIONAL ITEMIZED DEDUCTIONS FOR INDIVIDUALS 

SECTION 212. — EXPENSES FOR PRODUCTION OF 
INCOME 

26 CFR 1. 212 — 1: Nontrade or nonbusiness expenses. 

Fees paid to wife's attorney for tax advice in connection with divorce 
and property settlement. See Ct. D. 1878, page 15. 

SECTION 218. — MEDICAL, DENTAL) ETC. , EXPENSES 
26 CFR 1. 218: Statutory provisions; 

medical, dental, etc. , expenses 
T. D. 6604' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART l. — 
INCOME TAX; TAXABLE YEARS BEGINNING AETEIt DECESIBER 31, 1953 

Amendment of regulations under section 213 of the Internal 
Revenue Code of 1054, relating to the deduction for medical, dental, 
etc. , expenses. 

& Based on Technical Information Release 390, dated July 6, 1962. 
2 The puiilication of this Treasury Decision in 27 E. R. 6972, dated Inly 24, 1962, con- 

tains (I) instructions for modifying the notice of proposed rulemaking published in 26 
E. R. 10449, d ited November 4, 1961, and (2) the full context of the regulations with 
such modifications. As here published, the Treasury Decision reflects the full context 
of such regulations, with modiiications. The individual instructions have been omitted. 
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DEPARTMENT OF TIIE TREASVRYi 
OFFICE oF THE CQMMIssIoNER oF INTERNAL I[EVEiNvEi 

IFashintfton 88, D. C. 
To Off'tcers ond Ernp/oyees of the Internal Eevenue Service and Others 

Concerned: 
On November 4, 1961, notice of proposed rulemaking regarding 

amendment of the Income Tax Regulations under section 213 of the 
Internal Revenue Code of 1954, relating to the deduction for medical, 
dental, etc. , expenses, to conform to section 8 of the Act of May 14, 
1960 (Public Law 86-470, 74 Stat, 188 [C. B. 1960 — 1, 800]), and to 
clarify the tax treatment under section 213 of certain capital expendi- 
tures, was published in the Federal Register (26 F. R. 10449), After 
consideration of all such relevant matter as was presented by interested 
per sons, the following amendment of the regulations is hereby adopted. 

PARAcRAPII 1. Section 1. 218 is amended by revising subsection (a) 
of section 213 and by revising the historical note at the end thereof. 
These revised provisions read. as follows: 

$ 1. 213 STATUTORY PRovIsIoNs; MEDIcAL, DENTAL, ETc. , EXPENsEs 
SEC. 213. MEDICAL, DENTAL, ETC. , EXPENSES. 

(a) ALLowANOE CE DEDUOTICN. — There shall be allowed as a deduc- 
tion the following amounts of the expenses paid during the taxable year, 
not compensated for by insurance or otherwise, t' or medical care of the 
taxpayer, his spouse, or a dependent (as defined in section 152): 

(I) If neither the taxpayer nor his spouse has attained the age 
of 65 before the close of the taxable year— 

(A) The amount of such expenses for the care of any de- 
pemlent who- 

(i) Is the mother or father of the taxpayer or of his 
spouse, and 

(ii) Has attained the age of 65 before the close of the 
taxable year, and 

(B) The amount by which such expenses for the care of the 
taxpaver, his spouse, and such dependents (other than any de- 
pendent described in subparagraph (A) ) exceed 8 percent of 
the adjusted gross income. 

(2) If either the taxpaver or his spouse has attained the age of 
65 before the close of the taxable year— 

(A) The amount of such expenses for the care of the tax- 
payer and his spouse, 

(B) The amount of such expenses for the care of any de- 
pendent described in paragraph (1) (A), and 

(C) The amount by which such expenses for the care of 
such dependents (other than any dependent described in para- 
graph (1)(A. ) exceed 3 percent of the adjusted gross income. 

A 

[Sec, 218 as amended by secs. 16 and 17, Technical Amendmeuts Act 
1958 (72 Stat. 1613) [P. L. 85 — 866 C. B. 1958 — 8, 254]; sec. 8, Act of 
May 14, 1960 (Pub. Law 86-470, 74 Stat. 188) [C. B. 1960 — 1, 800] ] 

PAR. 2. Section 1. 213 — 1 is amended by revising subdivision (i) of 
subparagraph (8) and subparagraph (4) of paragraph (a), revising 
subparagraph (2) of paragraph (b), and revising subdivision (iii) of 
subparagraph (1) of paragraph (e). As amended, these provisions 
read as follows: 

$ 1. 218 — 1 MEDIcAL, DENTAL, ETc. , EXPENsEs. — (a) Allorcance of deductiorr. '": 

(8) (i) For medical expenses paid (including expenses paid for medicine and 
drugs) to be deductible, they must be for medical care of the taxpayer, his 
spouse, or a dependent of the taxpayer and not be compensated for by insurance 
or otherwise. Expenses paid for the medical care of a dependent, as defined in 
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section 152 and the regulations thereunder, are deductible under this section 

even though the dependent has gross income of $600 or more for the taxable 

vear. Where such expenses are paid by two or more persons and the conditions 

of section 152(c) and the regulations thereunder are met, the medical expenses 

are deductible only by the person designated in the multiple support agreement 

filed by such persons and such deduction is limited to the amount of medica 

expenses paid by such person. 
&) 

(4) (i) Where either the taxpayer or his spouse has attained the age of 65 

before the close of the taxable year, the 8-percent liniitation on the deduction 

for medical expenses does not apply with respect to expenses for medical care 
of the taxpayer or his spouse. Moreover, for taxable years beginning after 
Deceniber 81, 1959, the 8-percent limitation on the deduction for medical expenses 
does not apply to amounts paid for the medical care of a dependent (as defined 

in section 152) who is the mother or father of the taxpayer or of his spouse 
and who has attained the age of 65 before the close of the taxpayer's taxable 
year. Whether or not the 8-percent limitation applies, all amounts paid by 
the taxpayer for medicine and drugs are subject to the 1-percent limitation 
provided by section 213(b) and paragraph (b) of this section, and the total 
medical expenses deductible under section 213 are subject to the limitations 
described in section 218(c) and paragraph (c) of this section and, where ap- 
plicable, to the limitations described in section 218(g) and (% 1. 218 — 2. 

(ii) The age of a taxpayer shall be determined as of the last day of his 
taxable year. In the event of the taxpayer's death, his taxable year shall end as 
of the date of his death. The age of a taxpayer's spouse shall be determined 
as of the last day of the taxpayer's taxable year, except that, if the spouse dies 
within such taxable year, her age shall be determined as of the date of her 
death. Lilcewise, the age of the taxpayer's dependent who is the mother or 
father of the taxpayer or of his spouse shall be determined as of the last day 
of the taxpayer's taxable year but not later than the date of death of suc:h 
dependent. 

(iii) The application of subdivision (i) of this subparagraph may be illustrated 
by the following examples: 

Eaamp/e (8). D and his wife, E, made a joint income tax return for the 
calendar year 1960, and reported adjusted gross income of $30, 000. On Decem- 
ber 18, 1960, D attained the age of 65. During the year 1960, D's father, F, who 
was 87 years of age, received over half of his support from, and was a dependent 
(as defined in section 152) of, D. However, D could not claim an exemption 
under section 151 for F because F had gross income from rents in 1960 of $800. 
D paid the folloiving medical expenses in 1960, none of which were compensated 
for by insurance or otherwise: Hospital and doctor bills for D and E, $8, 500; 
hospital and doctor bills for F, $2, 850; medicine and drugs for D and E, $22o, 
and for F, $225. Since none of the medical expenses are subject to the 8-percent 
limitation, the amount of medical expenses to be taken into account (before 
computing the maximum deduction) is $6, 500, computed as follows: 
Hospital and doctor bills — for D and E 
Hospital and. doctor bills — for F 
Medicine and drugs — for D and E 
Medicine and drugs — for F ')1 ) 

Total medicine and drugs 4. )0 
Less: 1 percent of adjusted gross income ($30, 000) 800 

Allowable expenses for medicine and drugs 150 

Total medical expenses taken into account 

Since an exemption cannot be claiined for F on the 1960 return of D and E&, their 
deduction for medical expenses (assuming that section 213(g) does not apply) 
is limited to $5, 000 for that year ($2, 500 multiplied by the two exemptions al- 
lowed for D and E uncler section 151(b) ). See paragraph (c) of this section. 

Encamp/e ($). Assume the same facts in Example (8), except that D fur- 
nished the entire support of his father's twin sister, G, who had no gross income 
during 1960 and for whom D was entitled to a dependency exemption. In addi- 
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tion, D paid $2, 200 to doctors and hospitals during 1960 for the medical care of 
G. No part of the $2, 200 was for medicine and drugs, and no amount was 
compensated for by insurance or otherwise. For purposes of the maximum 
limitation under section 213(c), the maximum deduction for medical expenses 
on the 1960 return of D and E is limited to $7, 500 ($2, 500 multiplied by 3, the 
number of exemptions allowed under section 151, exclusive of i. he exemptions 
for old age or blindness). The medical expenses to be taken into account by 
D and E for 1960 and the maxiinum deductions allowable for such expenses 
are $7, 800 and $7, 500, respectively, computed as follovvs: 

Medical expenses per example (3) $6, 500 
Add: Expenses paid for G $2, 200 

Less: 3 percent of adjusted gross income ($30, 000) 900 1, 300 

Total medical expenses taken into account 7, 800 
Maximum deduction for 1960 ($2, 500 multiplied by 3 exemptions) 7, 500 

Medical expenses not deductible $300 

(b) Limitation untti respect to medicine and itrngs. 
(2) The 1-percent limitation is applicable to all amounts paid by a taxpayer 

during the taxable year for medicine and drugs. Moreover, this limitation 
applies regardless of the fact that the amounts paid are for iuedicine and drugs 
for the taxpayer, his spouse, or dependent parent (the mother or father of the 
taxpayer or of his spouse) who has attained the age of 65 bet'ore the close of the 
taxable year. In a case where either a taxpayer or his spouse has attained the 
age of 65 and tbe taxpayer pays an amount in excess of 1 percent of adjusted 
gross income for medicine and drugs for himself, his spouse, and his dependents, 
it is necessary to apportion the 1 percent of adjusted gross income (the portion 
which is not taken into account as expenses paid for medical care) between the 
taxpayer and his spouse on the one band and his dependents on the other. 
The part of the 1 percent allocable to the taxpayer and his spouse is an amount 
which bears the same ratio to 1 percent of his adjusted gross income which 
the amount paid for medicine and drugs for the taxpayer and his spouse bears to 
the total amount paid for medicine and drugs for the taxpayer, his spouse, and 
his dependents. The balaiice of the 1 percent shall be allocated to his depend- 
ents. The amount paid for medicine and drugs in excess of the allocated part 
of the 1 percent shall be taken into account as payments for medical care for the 
taxpayer and his spouse on the one hand and his dependents on the other, 
respectively. A similar apportionment must be made in the case of a dependent 
parent (65 years of age or over) of. the taxpayer or his spouse. The application 
of this subparagraph may be illustrated by the following example: 

(e) Definitions. — (1) Gcncrak 
(iii) Capital expenditures are generally not deductible for Federal income 

tax purposes. See section 263 and the regulations thereunder. However, an 
expenditure which otherwise qualifies as a medical expense under section 213 
shall not be disqualified merely because it is a capital expenditure. For pur- 
poses of section 213 and this paragraph, a capital expenditure made by the 
taxpaver may qualify as a medical expense, if it has as its primary purpose 
the medical care (as defined in subdivisions (i) and (ii) of this subparagraph) 
of the taxpayer, his spouse, or his dependent. Thus, a capital expenditure 
which is related only to the sick person and is not related to permanent improve- 
ment or betterment of property, if it otherwise qualifies as an expenditure for 
medical care, shall be deductible; for example, an expenditure for eye glasses, 
a seeing eye dog, artificial teeth and limbs, a wheel chair, crutches, an in- 
clinator or an air conditioner which is detachable from the property and 
purchased only for the use of a sick person, etc. Moreover, a capital expendi- 
ture for permanent improvement or betterment of property which would not 
ordinarily be for the purpose of medical care (within the meaning of this 
paragraph) may, nevertheless, qualifv as a medical expense to the extent that 
the expenditure exceeds the increase in the value of the related property, if 
the particular expenditure is related directlv to medical care. Such a situa- 
tion could arise, for example, where a taxpaver is advised by a phvsician to 
install an elevator in his residence so that the taxpayer's wife who is afiiicted 
with heart disease will not be required to climb stairs. If the cost of install- 
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ing the elevator is $1, 000 and the increase in the value of the residence is 
determined to be only $700, the difference of $300, which is the amount in excess 
of the value enhancement, is deductible as a medical expense. If, however, by 

reason of this expenditure, it is determined that the value of the residence has 
not been increased, the entire cost of installing the elevator would qualify as 
a medical expense. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
Z6 U. S. C. 78O5). ) 

MORTIMER M CAPLINy 
Commis&i oner of Internal Revenue. 

Approved . July 17, 1962. 
STaNLEv S. Svltltzv, 

Assistant Secretary of the Treasury. 

(Filed by the Division of the Federal Register on July 17, 1962, 8:47 a. m. , and 
published in the issue of the Federal Reg ster for July 24, 1962, 27 F. R. 6972) 

Rev. Rul. 62 — 189 26 CFR 1. 918 — 1: Medical, dental, 
etc. , expenses. 

Where a taxpayer has been advised by a physician that a wig 
is essential to the mental health of his daughter who has lost all of 
her hair as a result of disease, the taxpayer may deduct the cost of 
the wig as a medical expense, subject to the limitations prescribed 
in section 218 of the Internal Revenue Code of 1954. 

Revenue Ruling 55 — 261, item 16, C. B. 195WI, 807, at 812, dis- 
tinguished. 

Advice has been requested whether the cost of a wig acquired for 
a daughter who has lost all of her hair as a result of disease is de- 
ductible as a medical expense. 

In the instant case the taxpayer's daughter was afHicted with a dis- 
ease which, in a few years, caused her to lose all of her hair, including 
her eyebrows and eyelashes. This condition was having a marked 
efFect upon her mental health. Thc taxpayer sought the advice of her 
doctor, and the doctor prescribed a wig in the belief that it would be 
essential to her mental health. On the basis of such a, dvice, the tax- 
payer purchased a wig for her. 

Section 913(a) of the Internal Revenue Code of 1954 allows as a 
deduction expenses paid during the taxable year, not compensated 
for by insurance or otherwise, for medical care of the taxpayer, his 
spouse, or a dependent, subject to certain limitations. 

Section 1. 918 — 1(e) (1) (ii) of the Income Tax Regulations provides, 
in part, that deductions for expenditures for medical care allowable 
under section 218 will be confined strictly to expenses incurred pri- 
marily for the prevention or alleviation of a physical or mental defect 
or illness. 

The facts in the instant case are distinguishable froln those under- 
lying the conclusion reached in item 16 of Revenue Ruling 55 — 261, 
C. B. 1955 — 1, 807, at, page 312, in which it was held. that wigs and other 
named items are personal expenses. Such conclusion is applicable 
where the facts disclose that the expenditures for such items are made 
for the preservation of general health or for the alleviation of physical 
or mental discomfort ~vhich is unrelated to some particular disease 



or defect. In the instant case, however, the daughter's doctor had 
advised that the wig was essential to her mental health. 

Accordingly, it is held. that where a taxpayer has been advised by 
a physician that a wig is essential to the mental hea, 1th of. his daugh- 
ter who has lost all of her hair, the taxpayer may deduct the cost of 
the wig as a medical expense, subject to the limitations prescribed in 
section 218 of the Code. 

Revenue Ruling 55 — 261, item 16, C. B. 1055 — 1, 807 at 312, distin- 
guished. 

Rev. Rul. 62 — 210 
The taxpayer's son has a congenital defect which results in a severe 

malocclusion of his teeth. An orthodontist recommended that the 
child take lessons in playing a clarinet, as he considered continued 
practice with this instrument therapeutic treatment tov ards alleviating 
the specific condition. B'e0 an amount which does not exceed the 
minimum cost of a clarinet of a quality sufhcient to give efFect to the 
therapeutic treatment recommended by the orthodontist, and the cost 
of lessons necessary for the son to play the instrument to the degree 
required to obtain the benefits of the treatment may qualify as medical 
expenses within the meaning of section 218 of the Internal Revenue 
Code of 1954. Such amounts paid are deductible by the taxpayer to 
the extent provided in that section. 

SECTION 215, — ALIMONY) ETC. , PAYMENTS 

26 CFR 1. 215 — 1: Periodic alimony, etc. , payments. 
Deduction by a husband of payments of wife's medical and dental 

expenses made pursuant to a decree or instrument of the type specified 
in section 71(a) of the Code. See Rev. Rul. 62 — 106, page 21. 

Treatment of payments made, under a court order, by a husband 
to his wife during the period preceding their divorce, where the parties 
were domiciled in a community property state. See R, ev. Rul. 62 — 115, 
page 28. 

Allotment of pay of a member of the United States Army for sup- 
port of his wife and children under court order. See Rev. Rul. 62— 
187, page 27. 

SECTION 216. — DEDUCTION OF TAXES, INTEREST, AND 
BUSINESS DEPRKCIA. TION BY COOPERATIVE HOUS- 
ING CORPORA. TION TENANT-STOCKHOLDER 

Rev. Rul. 62 — 177 26 CFR 1. 216 — 1: Amounts representing 
taxes and interest paid to cooperative 
housing corporation. 

(A. iso Section 164; 1. 1M — 1. ) 
Tenant-stockholders of a cooperative housing corporation which 

leased land and an apartment building erected thereon are not en- 
titled to a deduction, umier section 216 of the Internal Revenue Code 
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of 1954, for their proportionate share of real estate taxes on the 
apartment building required to be paid by the corporation under 
the terms of the lease, even though the estimated useful life of the 
building is substantiallv shorier than the term of the lease. 

Advice has been requested whether, under the circumstances below, 
tenant-stockholders of a cooperative housing corporation are entitled 
to a decluction under section 216 of the Internal Revenue Code of 1954 
for their proportionate share of real estate taxes paid with respect to 
an apartment building leased by the corporation, where the estimated 
useful life of the builcling is substantially less than the term of the 
lease and the lease agreement required that the corporation pay such 
taxes. 

A corporation has entered into an arms-length agreement to lease 
a parcel of land and the existing apartment building thereon for a 
period of seventy years. The estimated useful life of the building is 
substantially shorter than the term of the lease. The lessee corporation 
is a cooperative housing corporation within the meaning of section 
216(b) (1) of the Code and its stockholders are tenant-stockholders 
within the meaning of section 216(b) (2). The lease obligates the 
lessee to pay, in addition to the "annual rental" on the property, 
all real estate taxes assessed against the land and building. 

Section 216 of the Code provides that a tenant-stockholder in a 
cooperative housing corporation shall be allowed a deduction for 
amounts paid or accrued to the corporation within his taxable year 
representing his proportionate share of real estate taxes paid or 
incurred by the corporation. To be proportionately deductible by 
the tenant-stockholders, such taxes must be allowable as a deduction 
to the corporation under section 164 of the Code. 

Section 1. 162 — 11(a) of the Income Tax Regulations provides, in 
part, that taxes paid by a, tenant to or for a landlord for business 
property constitute additional rents deductible by the tenant as an 
ordinary and necessary business expense only in connection with 
the carrying on of a trade or business. Such additional rent is tax- 
able income to the landlord, who may deduct the amount of taxes 
pursuant to section 164. 

Section 164(a) of the Code provides that, as a general rule, there 
shall be allowed as a deduction taxes paid or accrued within the 
taxable year. 

Section 1. 164 — 1 of the Income Tax Regulations states, in part, as 
follows: 

Deduction for taxes. — Except as otherwise provided in this section and in sec- 
tions 1. 164 — 2 to 1. M4 — 8, inclusive, taxes imposed by the Vnited States, any State, 

or a political subdivision of any of the foregoing, * * * are deductible 
from gross income for the taxable year in which paid or accrued "' * *. ln 
general, taxes are deductible onlv by the person upon whom they are imposed. 

In the ease of Ogutt IIousing Compony v. County of Sorpy et al, 
351 U. S. 253 (1956), a lessee of a tract of land from the Federal 
Government for a term of seventy-five years erected improvements on 
the land which had an estimated useful life of thirty'-five years. 
The lease provided that the buildings and improvements should 
become part of the real estate and that, upon expiration or termina- 
tion of the lease, all improvements made upon the leased premises 
would remain the property of the Government without compensation. 
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The lessee was required to pay a nominal rental on the land. The 
Supreme Court of the United States held that the lessee-petitioner 
was required. to pay state and local personal property taxes on the 
improvements. It was the viev of the Court that while the Govern- 
ment had technical title to the improvements it was only a "paper 
title, " and that the petitioner was subject to being taxed on his lessee's 
interest. That interest was viewed as being the entire worth of the 
improvements. 

The rationale of the Ogutt Housing Company case is not applicable 
to the instant case because, here, the lessor of the property was 
entitled to receive a substantial benefit from the improvements, over 
the term of the lease, in the form of rent. Thus, even though the 
useful life of the improvements on the leased property is substan- 
tially shorter than the term of the lease, it cannot reasonably be main- 
tained that the lessee corporation was entitled to the sole enjoyment 
of the entire worth of the improvements. — 

It is also clear that the payment of the real estate taxes by the les- 
see corporation is apart of the price exacted by the lessor for theuse or 
enjoyment of the leased premises. Payment of such amounts is the 
equivalent of the payment of rent, the deduction of which is not 
allowable under section 164 of the Code. And, since such amounts 
are not allowable as a deduction under that section of the Code, the 
requirements contained in section 216 of the Code for deduction by 
tenant-stockholders of the lessee corporation have not been met. 

A. ccordingly, it is held that, since payments made by the lessee cor- 
poration in the instant ca, se with respect, to the real estate taxes on the 
leased. property are not allovvable to the corporation as a deduction un- 
der section 164 of the Code, tenant-stockholders of the corporation 
are not entitled to a deduction for their proportionate share of 
amounts paid by the corporation with respect to such real estate taxes. 

(Also Sections 168, 164; 1. 163 — 1, 1. 164 — 1. ) Rev. Rul. 62 — 178 

X cooperative housing corporation, which leases land and con- 
structs thereon at its own expense an apartment building with an 
estimated useful life substautially shorter than the terms of the 
lease, may deduct, under section 104 of the Internal Revenue Code 
of 19o4, real estate taxes it pays or incurs wilh respect to the build- 
ing pursuant to the terms of the ground lease, even though legal 
title to the building is vested in the lessor of the land. The co- 
operative may also deduct, under section 168, interest uhich it pays 
or incurs on the indebtedness which it contracts to finance the con- 
struction of the building. Consequently, the tenant-stockholders of 
the cooperative may deduct amounts which they pay to the corpora- 
tion representing their proportionate shares of such taxes and in- 
terest, provided they do not elect to use the standard deduction or 
the optional tax table. 

Advice has been requested as to the deductibility of amounts rep- 
resenting certain real estate taxes and interest paid to a cooperative 
housing corporation by its tenant-stockholders under the circum- 
stances described below. 

A, corporation leased a parcel of land for a term of 99 years and 
erected thereon an apartment building having an estimated life of 50 
years. The lease provides that, any and all buildings and improve- 
ments placed. on the land by the corporation shall, as soon a, s erected 
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or installed, be and become property of the landlord and, at the end 
of the term, shall be surrendered to the landlord. Under the terms 
of the lease, the corporation is required to pay all real estate taxes 
imposed upon the buil&]ing by any governmental authority. The cor- 
poration qua]i6es as a cooperative housing corporation under sec- 

tion 216(b) (1) of the Internal Revenue Code of 1954 and the stock- 
liolders qualify as tenant-stockhoMers under section 216(b) (2) of the 
Code. 

During the taxable year, the corporation paid real estate taxes with 
respect to the building and interest on its indebtedness contracted to 
erect, the building. In turn, each tenant-stockholder of the corpora- 
tion made rental payments to the corporation which included his 
proportionate share of the aforementioned taxes and interest paid by 
the corporation on a mortgage given in connection with the con- 
struction of the building. 

The specific issue in this case is whether the tenant-stockholders 
may deduct, under section 216 of the Code, the amounts they paid to 
the corporation during the taxable year u. hich represent their pro- 
portionate shares of the interest and the real estate taxes paid by the 
corporation with respect to the building. 

Rection 216(a) of the Code, relating to the deduction of taxes and 
interest paid to cooperative housing corporations, provides as fol- 
lows: 

(a) Arz. owANGE OF DEDIJCTION. — In the case of a tenant-stockholder (as de- 
fined in subsection (b) (2) ), there shall be allowed as a deduction amounts (not 
otherwise deductible) paid or accrued to a cooperative housing corporation with- 
in the taxable year, but only to the extent that such amounts represent the 
tenant-stockholder's proportionate share of— 

(1) the real estate taxes allowable as a deduction to the corporation un- 
der section 164 which are paid or incurred by the corporation on the houses 
or apartment building and on the laud on which such houses (or building) 
are situated, or 

(2) the interest allowable as a deduction to the corporation under sec- 
tion 166 which is paid or incurred by the corporation on its indebtedness 
contracted— 

(A) in the acquisition, coiistruc&. ion, alteratioin rehabilitation, or 
maintenance of the houses or apartmeut building, or 

(B) in the acquisition of the land on which the houses (or apart- 
ment building) are siinate&h 

Since the cooperative is directly liable on the loan procured to 
finance the construction of the building, it is clear that it is entitled to 
deduct, under section 166(a), interest, p~aid or accrued with respect to 
the loan. See Rev. Rul. 58 — 12!), C. B. 1958 — 1, 96. 

Section 164(a) of the Code provides, in substance, that there shall 
be allowed as a deduction in computing taxable income, taxes paid or 
accrued within the taxable year. 

Section 1. 164 — 1 of the regulations provides, in part, that in general 
taxes are deductible only by the person upon v. horn they are imposed. 

Generally, taxes paid by a tenant to or for the landlord for busi- 
ness property constitutes "additional rent" deductib]e by the tenant 
as a business expense under section 162 of the Code, rather than as 
"taxes" under section 164 of the Code, since the obligation to pay the 
taxes is that of the land]ord and not of the tenant. See section 1. 162— 
11 of. the regulations. 

However, the facts of the instant case, with respect to the building, 
distinguish it from the usual situation where a tenant is required to 



pay taxes on leased property. In the instant case, the lessor re- 
ceives no rental income attributable to the building, and the useful 
life of the building which the lessee erected with its own fuiids is 
substantially shorter than the term of the lease. Under these circum- 
stances the enjoyment of the entire worth of the building is in the co- 
operative lessee, and in consequence the cooperative may be treated as 
owner of the building for purposes of section 164. See, Ogntt EIous- 
ing ContptIny v. County o j 8uTny, 351 U. S, 253 (1956). Thus, to the 
extent that the corporation pays the taxes upon the value of the build- 
ing, it is paying taxes upon its own property which are deductible 
under section 164 of the Code. 

Accordingly, it is held that the interest and taxes, in the instant 
case, are allow~able as deductions to the corporation under sections 
168 and 164 of the Code, respectively. Since the corporation qualifies 
as a cooperative housing corporation under section 216(b) (1) of the 
Code, and the stockho]ders qualify as tenant-stockholders under sec- 
tion 216 (b) (2) of the Code, the tenant-stockholders of the corporation 
are entitled to deduct, under section 216(a) of the Code, the amounts 
they paid to the corporation during the taxable year which represent 
their proportionate shares of such interest and taxes, provided they 
do not elect to use the standard deduction or the optional tax table. 

PART IX. — ITEMS NOT DEDUCTIBLE 

SECTION 262. — PERSONAL, LIVING, AND FAMILY 
EXPENSES 

26 CFR 1. 262 — 1: Personal, living, 
and family expenses. 

Cost, of uniforms of a cadet at the United States Coast Guard 
Academy. See Rev. Rul. 62 — 122, page 12. 

Fees paid to wife's attorney for tax advice in connection with 
divorce and property settlement. See Ct. D. 1878, page 15. 

SUBCHAPTER C. — CORPORATE DISTRIBUTIONS AND AMUSTMENTS 

PART I. — DISTRIBUTIONS BY CORPORATIONS 

Subpart A. — EEeets on Recipients 

SECTION 301. — DISTRIBUTIONS OF PROPERTY 

26 CFR 1. 801 — 1: Rules applicable with respect 
to distributions of money and other property. 

The e8ective date of a distribution made by a corporation to a share- 
holder. See Rev. Rul. 62 — 131, page 94. 



Subpart B. — Elfects on Corporation 

SECTION 812. — EFFECT ON EARNINGS AND PROFITS 

26 CFR 1. 812 — 6: Earnings and profits. 

A computation made by a corporation for the purpose of dividend 
payments. See Rev. Rul. 62-181, below. 

Subpart C. — ncgnitions; Constructive Ownership of Stock 

SECTION 816. — DIVIDEND DEFINED 
Rev. Rul. 62 — 181 26 CFR 1. 816 — 1: Dividends. 

(Also Sections 801, 812; 1. 801 — 1, 1. 812 — 6. ) 
(Also Part II, Sections 115(a), 115(b); 

Regulations 118, Sections 89. 115(a) — 1, 
89. 115 (b) — 1. ) 

The date of payment, rather than the date of declaration, constitutes 
the date of distribution of a dividend. Accordingly, the taxable status 
of. a distribution and its efiect on the earnings and profits of the de- 
claring corporation will be determined by reference to the earnings 
and profits of the corporation for the corporation's taxable year of 
payment, if the distribution is out of current earningrs and profits, 
or on the date of payment, if the distribution is out of accumulated 
earnings and profits. For sources of distributions in general, see 
section 1. 816 — 2 of the Income Tax Regulations. 

SECTION 818. — COXSTMTCTIVE OXVXEHSIIIP OF STOCK 

26 CFR 1. 818: Statutory provisions 
constructive ownership of stock. 

Information to be furnished by individuals, domestic corporations, 
etc. , with respect to certain foreign corporaitions. See T. D. 6621, 
page 288. 

PART III. — CORPORATE ORGANIZATIONS AND REORGANIZATIONS 

Subpart A. — Corporate Organizations 

SECTION 851. — TRANSI ER TO CORPORATION 
CONTROLLED BY TRANSFEROR 

26 CFR 1. 851: Transfer to corporation controlled 
by transf eror. 

A. transfer by an individual business (or a partnership) to a corpo- 
ration. See Rev. Rul. 62 — 128, page 189. 
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For the tax treatment of a transfer to a controlled corporation fol- 
lowed by successive section 855 spin-o8. See Rev. Rul. K — 188, 
below. 

Subpart B. — Eirects on Shareholders and Security Holders 

SECTION 355. — DISTRIBUTION OF STOCK AND SECURI- 
TIES OF A CONTROLLED CORPORATION 

26 CFR 1. 355 — 9: Limitations. Rev, Rul. 62 — 138 
(Also Section 851; 1. 851 — 1. ) 

'Where pursuant to a prearranged plan a corporation, engaged 
in the active conduct of two separate businesses for more than five 
years, transfers one of the businesses to a new corporation and dis- 
tributes the stock of the new corporation to its sole shareholder, 
a corporation also engaged in the active conduct of a separate 
business for more than five years, and that corporation in turn 
distributes the stock of the new corporation to its shareholders, 
each such distribution comes within the provisions of section 355 
of the Internal Revenue Code of 1054. 

Advice has been requested whether, under a single plan, successive 
distributions of the stock of a corporation, first by a subsidiary to its 
parent corporation and then by the parent corporation to its share- 
holders, come within the purview of section 355 of the Internal 
Revenue Code of 1954. 

A banking corporation, actively engaged in the banking business 
for a period of more than five years, also owned all of the outstanding 
stock of a realty corporation acquired more than five years ago. The 
realty corporation owned and operated foui parcels of developed 
realty which it used in the active conduct of several rental businesses 
for a period of more than live years. Two of these parcels are con- 
tiguous and the buildings thereon, being physically connected, are 
operated as an integrated unit. The banking corporation has its 
oisces on the erst floor of one of these buildings; the o'ther floors, some 
ten in all, are leased to business and professional concerns. The re- 
maining two parcels are located in other areas of the same city and 
contain residential apartment buildings. These two parcels were 
operated as a separate rental business. 

Because operation of the apartment buildings was totally unrelated 
to the banking corporation's activities, the banking regulatory au- 
thorities advised the banking corporation to divest itself of this 
holding. Since the sale of this realty was considered inadvisable f' or 
business reasons, a plan was adopted under which the realty corpora- 
tion would transfer the two apartment buildings to a newly created 
subsidiary in exchange for all of. its capital stock. Such stock then 
would be distributed by the realty corporation to the banking corpo- 
ration which, in turn, would distribute the stock of the new corpora- 
tion to its shareholders. 

This plan was consummated. A. t the time of the distribution, no 
known intention existed on the part of the shareholders of the banking 
corporation to sell, or otherwise dispose of, any part of their stock 
interests or to dispose of any of the businesses conducted by the banking 
corporation or its subsidiary. 
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Section 851 of. the Code provides, in substance, that no gain or loss 
will be recognized on the transfer of property to a transferee corpora- 
tion solely in exchange for its stock or securities where the transferor 
is in "control" of the corporation immediately after the transfer. 
Section 351(c) of the Code provides that. , in determining control, the 
fact that any corporate transferor distributes part or all of the stock 
which it receives in the exchange to its shareholders shall not be taken 
into account. 

Section 355 of the Code provides, in part, that where a corporation 
distributes all of the shares of a "controlled corporation" to its share- 
holders, with respect to its stock, and the transaction is not used 
principally as a device for the distribution of earnings and profits, no 
gain or loss will be recognized to the shareholders on receipt of the 
stock if immediately after the distribution, both the distributing cor- 
poration and the "controlled corporation" are engaged in the active 
conduct of a trade or business. 

Section 855(b) (2) of the Code provides, in substance, that a cor- 
poration is deemed to be engaged in the active conduct of a trade or 
business if. such trade or business has been actively conducted by such 
corporation throughout the five-year period preceding the distribution 
or, during that perioil, v. as not acquired, directly or indirectly through 
use of other corporations, in a transaction in which gain or loss ~~as 

recognized in whole or part. 
Section 1. 855 — 9 (c) of the Income Tax Regulations provides, in part, 

that the application of section 855 is limited to certain specified dis- 
tributions with respect to the stock or securities of controlled cor- 
porations incident. to such readjustment of corporate structures as is 
required by business exigencies and which, in general, effect only a 
readjustment of continuing interests in property under modified cor- 
porate forms. Section 855 contemplates a continuity of the entire 
business enterprise under modified corporate forms and a continuity 
of interest, in all or part of such business enterprise on the part of 
those persons who, directly or indirectly, were the owners of the enter- 
prise prior to the distribution. 

In the instant case the transfer of the two apartment buildings to 
the newly created subsidiary in exchange for all of its stock is within 
the purvie~~ of section 851 of the Code. This section is applicable 
even though the transferor corporation distributed, as part, of an 
integrated transaction, all or part of. the shares received in the ex- 
change to its shareholders. Moreover, it is immaterial whether such 
distribution is taxable or nontaxable. See Senate Report No. 1022i 
83d Cong. , 2d Sess. , 265 (1954). 

I"nder the facts of this case, the successive distributions are each 
within the purview of section M5 of the Code. In each case, the 
active business requirement of that section is satisfied and the final 
result both in respect to corporate separation and the distribution of 
the stock, is justified by valid business purpose prompting the trans- 
action. Thus, the rema, ining question is whether the transaction, 
when viewe&1 as a whole, meets the continuity-of-interest requirements 
of section 855 of the Code. 



Section 355 of the Code specifically permits the pro rata distribution 
of the stock of a subsidiary tax-free under certain circumstances. 
In other words, it permits the removal of one corporate entity between 
the shareholders and the business enterprise conducted by a controlled 
subsidiary. Thus, the statute looks through corporate entities to the 
underlying economic activities to permit a division of separate corpo- 
rate businesses in realistic terms rather than in terms of a single 
corporate entity. In line with this approach, section 1. 355 — 2 of the 
regulations provides, in part, , that the continuity ol interest contem- 
plated is a continuity of ownership by those persons who, directly or 
indirectly, were the owners of the enterprise prior to the distribution. 

In the instant case, there is no change in the aggregate interests 
held by the banking corporation's shareholders, no new parties in in- 
terest were added ss a result, of the transaction and none were elimi- 
nated. The shareholders after the transaction held the same enter- 
prises in modified corporate form as before the transaction and the 
corporate enterprises were continued as such. 

Based on the facts of this case, it, is held that (1) under the provi- 
sions of section 351 (a) and (c) of the Code, no gain or loss is recog- 
nized to the realty corporation upon the transfer of the two apartment 
buildings to the new corporation in exchange for all the stock of that 
corporation; and (2) under section 355(a) (1) of the Code, no gain 
or loss is recognized to either the banking corporation or its share- 
holders upon receipt, of the stock of the new corporation. Accordingly, 
each shareholder's basis in the stock of the banking corporation and 
the stock of the new corporation held alter the distribution is equal 
to his basis in the stock of the banking corporation held immediately 
prior to the distribution, allocated in proportion to the fair market 
value of each of the stocks at the time of the distribution in accordance 
with the provisions of section 358 of the Code. 

Subpart B. — Sperial Rule; Definitions 

SECTION 367. — FOREIGN CORPORA. TIONS 

26 CFR 1. 367 — 1: Foreign corporations. 

Filing of a statement executed under the penalties of perjury. See 
T. D. 6622, page 188. 

SECTION 368. — DKFIXITIONS RELATING TO CORPO- 
RATE REORGANIZATIOXS 

26 CFR 1. 368 — 3: Records to be kept and 
information to be filed with returns. 

Copy of plan of reorganization and statement executed under the 
penalties of perjury. See T. D. 6622, page 188, 
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PART V. — CARRYOVERS 

SECTION 382. — SPECIAL LIMITATIONS ON NET OPERAT- 
ING LOSS CARRYOVERS 

T. D. 6616 ~ 
26 CFR 1. 882(a): Statutory provisions; 

special limitations on net operating 
loss carryovers; purchase of a corpo- 
ration and change in its trade or busi- 
ness. 

(Also Section 804; 1. 804. ) 
TITLEi 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PA. RT 1. — INCOME 

TAX; TAXABLE YEARS BEGINNING AFTLi'R DECEMBER 31, 1953 

Regulations under sections 882 and 894 of the Internal Revenue 
Code of 19M. 

DEPARTMENT OF TIIE TREASIJRYt 
OrrIOE or COEIMISSIONER OI' INTERNAL REVENUE& 

IVaght'ngton 85, D. C. 
To Off'(cere and Eyrt~loyeeg of the Interna/ It, evenue 8ervk'e and Others 

0'oncernedf 
On December 28, 1060, notice of proposed rulemaking with respect 

to regulations under sections 882 and 804 of the Internal Revenue Code 
of 1054 (relating, respectively, to special limitations on net operating 
loss carryovers a~nd effective date of part V, subchapter C, chapter 1) 
was published in the Federal Register (25 F. R. 18775). After con- 
sideration of all such relevant m~atter as was presented by interested 
persons regarding the rules proposed, the following regulations are 
hereby adopted. 

$ 1. 882(a) STATUTDRY PRovIsIoNs) SPEcIAL LIMITATIGNs oN NET 
OPERATING LOSS CARRYOVERS; PURCEIASE OF A CORPORATION AND CIIANGE 
IN ITS TRADE OR BUSINESS. 

SEC. 882. SPECIAL LIAIITATIONS ON NET OPERATING LOSS 
CARRYOVERS. 

(a) PORGBASE oz A CoRPDRATIoN AND CHANGE IN ITs TRADE OR Ilusl- 
NESS. — 

(1) IN GENERAL, . — If, at the eml of a taxable vear of a corpora- 
tion— 

(A) Any one or more of those persons described in para- 
graph (2) own a percentage of the total fair market value 
of the outstanding stock of such corporation which is at least 
80 percentage points more than such person or persons oxvned at- 

(i) The beginning of such taxable year, or 
(ii) The beginning of the prior taxable year, 

(8) The increase in percentage points at the end of 
such taxable year is attributable to- 

(i) A purchase by such person or persons of such stock, 
the stock of another corporation owning stock in such 
corporation, or an interest in a partnership or trust owning 
stock in such corporation, or 

i Thc publication of this Treasury Decision in 27 ri. R. 10733, dated November 3, 1962, 
contains (1) instructions for modifying the notice of proposed rulemahing in 25 F. R. 
13775, dated December 28, 1960, and (2) the full context of the regulations with such 
modifications. As here published, the Treasury Decision reflects the full context of such 
regulations, with modifications. The individual instructions have been omitted. 
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(ii) A. decrease in the amount of such stock outstamling 
or the amount of stock outstanding of another corporation 
owning stock in such corporation, except a decrease re- 
sulting from a redemption to pay death taxes to which 
section 303 applies, and 

(C) Such corporation has not continued to carry on a trade 
or business substantially the same as that conducted before 
any change in the yercentage ownership of the fair market 
value of such stock, 

the net operating loss carryovers, if any, from prior taxable years 
of such corporation to such taxable year and subsequent taxable 
vears shall not be included in the net operating loss deduction for 
such taxable year and subsequent taxable years, 

(2) DEscRIPTIoN oF PERsoN oR PERsoNS. — The person or persons 
referred to in yaragraph (1) shall be the 10 persons (or such lesser 
number as there are persons owning the outstanding stock at the 
end of such taxable year) who own the greatest percentage of the 
fair market value of such stock at the end of such taxable year; 
except that, if any other person owns the same percentage of such 
stock at such time as is owned by one of the 10 persons, such per- 
son shall also be included. If any of the yersons are so related 
that such stock owned by one is attributed to the other under the 
rules specified in paragraph (3), such persons shall be considered 
as only one person solely for the purpose of selecting the 10 persons 
(more or less) who own the greatest percentage of the fair market 
value of such outstanding stock. 

(3) AT7RIROTION oF owNERSHrP. — Section 318 (relating to con- 
structive ownership of stock) shall apply in determining the owner- 
ship of stock, except that section 318(a) (2) (C) shall be applied 
without regard to the 00 percent limitation contained therein. 

(4) DEFINITioN oF PERCHASE. — For purposes of this subsection 
the term "purchase" means the acquisition of stock, the basis of 
which is determined solelv by reference to its cost to the holder 
thereof, in a transaction from a person or persons other than the 
person or persons the ownership of whose stock would be attributed 
to the holder by application of paragraph (3). 

$ 1. 882 (a ) — 1 PVRCHASK OF A CORPORATION AND CIIANGE IN ITS 
TamE oR BvslNzss. — (a) In general. — (1) Section 382 (a) provides for 
the complete elimination of the net operating loss carryovers of a cor- 
poration (hereinaf'ter called. a "loss corporation") if certain circum- 
stances exist. In general, section 882(a) applies only if, at the end 
of a loss corporation's taxable year, there has been a, change (occurring 
in specified ways) since the beginning of such year, or since the be- 
ginning of the prior taxable vear, of a~t least 50 percent in the owner- 
ship of the corporation's outsta~nding stock (hereinafter called a 
"change of ownership" ), and only if the corporation has not con- 
tinued to carry on substantially the same trade or business as that con- 
ducted before such change. If section 882(a) is applicable at the 
end of a, taxable year, then the entire net operating loss carryovers 
from prior taxable years of such corporation are excluded in com- 
puting the net operating loss deduction for such taxable year and for 
subsequent taxable years. 

(2) For purposes of this section, (i) section 818(a) shall apply 
in determining ownership of stock, except that section 318(a) (2) (C) 
shall be applied without regard to thc 50-percent limitation contained 
therein, and (ii) stock acquired by the exercise of an option shall be 
considered as having been acquired on the date the option was acquired. 
Thus, if A. acquires on December 15, 1959, an option to purchase 50 
percent of the outstanding stock of X Corporation and if A acquires 

674024' — 66 8 
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the stock by exercising the option on January 15, 1961, A. will be con- 

sidered as having purchased the stock on December 15, 1959. 
(8) For the definition of the term "stock" as used in this section, 

see ( 1. 882(c) — 1. 
(b) Circernstances ender which section 888(a) is app/icable. — 

Section 382(a) applies if, at the end of a taxable year of a loss cor- 

poration, all of the following circumstances exist: 
(1) Any one or more of those persons described in paragraph (c) 

of this section own, actually and constructively, a percentage of the 
total fair market value of the outstanding stock of such corporation 
which is at least 50 percentage points more than such person or persons 
owned at the beginning of such taxable year or at the beginning of the 
prior taxable year; 

(2) The increase in percentage points referred to in subparagraph 
1) of this paragraph is attributable to (i) a purchase or purchases 
as Reined in section 382(a) (4) and paragraph (e) of this section) 

by the person or persons specified in subparagraph (1) of this para- 
graph of such stock or the stock of anothe~ corporation owning stock 
in such loss corporation, (ii) the purchase or purchases by such person 
or persons of an interest in a partnership or trust owning stock in such 
loss corporation, (iii) a decrease in the amount of outstanding stock of 
such loss corporation or in the amount of outstanding stock of another 
corporation owning stock in such loss corporation, except a decrease 
resulting from a redemption to pay death taxes to which section 308 
applies, or (iv) a combination of the transactions described in sub- 
divisions (i), (ii), and (iii) of. this subparagraph; and 

(3) The loss corporation has not continued to carry on a trade or 
business substantially the same as that conducted before any increase 
in percentage points described in subparagraph (2) of this paragraph. 

(c) Description of person or persons. (1) The persons specified 
in paragraph (b) (1) of this section shall be the 10 persons who own, 
actually and constructively, the greatest percentage of the fair market 
value of the outstanding stock of a loss corporation at, the end of a 
taxable year (or such lesser number as there are persons ov-ning the 
outstanding stock at the end of such taxable year), except that if 
any two or more persons own the same percentage of such stock and 
it is necessary to include one such person in order to select the 10 
persons, then all of such persons shall be included. Any such persons 
so selected who are so related that stock o~ned by one is attributed to 
another under the constructive ownership rule specified in paragraph 
(a) (2) of this section shall be considered as only one person solely 
for the purpose of selecting such 10 persons. Although considered 
as one person for purposes of selecting such 10 persons, such related 
persons are considered as separate persons for all other purposes of 
section 382 (a) . 

(2) In selecting the 10 persons (more or less) described in sub- 
paragraph (1) of this paragraph, the following procedure shall be 
used: 

(i) First, determine those persons who own, actually and construc- 
tively, stock of the loss corporation and determine the fair market 
value of the stock owned, actually and constructively, by such persons. 

(ii) Second, select from such persons the number of persons required 
by the first sentence of subparagraph (1) of this paragraph. 
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(iii) Third, if any of the persons so selected are so related that stock 
of one is attributed to another under the rule specified in paragraph 
(a) (2) of this section, such persons shall be considered as one person. 

(iv) Fourth, if, as the result of considering two or more persons as 
one person, the number of persons previously selected drops beloir 
ten, additional persons shall be selected in the manner prescribed in 
subdivision (ii) of this subparagraph. 

(v) Finally, if any such additional persons are related under the 
rule specified in paragraph (a) (2) of this section to persons previously 
selected, or to one another, then the plinciples of subdivisions (iii) 
and (iv) of this subparagrtaph shall again be applied. 

(8) The application of this paragraph may be illustrated by the 
following example: 

Ezffmp/e. (i) Assume that the outstanding stock of a loss corpora- 
tion (based on fair market value) is owned, actually and construc- 
tively, at the end of a taxable year by the following individuals an&1 

partnership: 

Person 
Percentage of Percentage of 
stock actually stock owned 

owned actually and 
constructively 

A 
8 (A's wife) 
C (A's son) 
D (A's daughter) 
GH (a partnership) 
E 
F 
G (a 50 percent partner in GH) 
H (a 50 percent partner in GH) 
I 

K 
L (E's grandson) 
M 

0 
P 

15 
0 
0 
0 
0 

16 
15 
10 
10 
5 
5 
5 
4 
4 
3 
2 
2 
2 
2 

15 
15 
15 
15 
20 
20 
15 
15 
15 
5 
5 
5 
4 

3 
2 
2 
2 
2 

(ii) The persons selected under subparaglaph (2) (ii) of this para- 
graph are the following 12 persons: A, 8, C, D, partnership 6H, K, F, 
6, H, I, ~J, and Ik (I, J, and I must all be included because each o~rns 
the sa~me percentage of stock). However, A, 8, C, and D are consid- 
ered as one persoii for purposes of this parsagraph because they are 
related under the rule specified in paragraph (a) (9) of this section. 
and 6, H, and partnership 6II are considered as one person for the 
same reason. Therefore, it is necessary to select three additional per- 
sons, L, M, and N, in order to reach the requirednumber of ten. EIoir- 
ever, since L is related to one of the persons previously selected, he 
cannot be considered a separate person. It therefore becomes neces- 
sary to select an additional person and since 0, P, Q, and R each owns 
the same percentage of stock, they all must, be selected. Accordingly, 
the 10 persons (more or less) who own the greatest percentage of the 



$ 882. ] 102 

fair market value of the outstanding stock are individuals A through 
8 and partnership G-H. 

(d) Change oj o~nnerahip. — (1) The determination of whether a 
change of ownership has occurred under section 382(a) is made as 
of the close of a taxable year of a loss corporation. A. "change of 
ownership" has occurred only if the stock ownership of the 10 persons 
(more or less) selected under paragraph (c) of this section has in- 
creased at least 50 percentage points during a prescribed period and 
such increase is attributable to a transaction or transactions described 
in section 382(a) (1) (B) and in paragraphs (e), (f), and (g) of this 
section. The aggregate increase of at least 50 percentage points may 
occur at any one time during the taxable year or during the prior 
taxable year, or may take place in several transactions occurring dur- 
ing sucli 2-year period. An increase of 50 percentage points is not 
the same thing as an increase of 50 percent. Thus, a stockholder who 
owns 4 percent of the fair market va]ue of the stock of a corporation 
and who increases his ownership to 6 percent has had a 50-percent 
increase in ownership but an increase in percentage points of only 2. 

(2) (i) It is unnecessary to determine whether a "change of. owner- 
ship" has occurred unless, as of the end of any taxable year (herein- 
after called a "current taxable year"), the loss corporation has changed 
its trade or business after the date of the first increase in percentage 
points during such taxable year, or during the prior taxable year, 
which ~ould be taken into account under subparagraph (3) of this 
paragraph in determining whether a "change of ownership" has 
occurred. 

(ii) If, as of the end of the current taxable year, the loss corpora- 
tion has changed its trade or business after the date of the first in- 
crease in percentage points during such current year, then in deter- 
mining whether a "change of. ownership" has occurred it is first 
necessary to compare ownership of the outstanding stock at the end of 
the current taxable year with such ownership at the beginning of such 
current taxable year. If a "change of ownership" has not occurred as 
a result of such comparison, then it, is necessary to compare ownership 
of the outstanding stock at the end of the current taxable year with 
such ownership at the beginning of the prior taxable year. 

(iii) If, as of the end of the current taxable year, the loss corpora- 
tion has not changed its trade or business after the date of the first 
increase in percentage points during such current year, but the cor- 
poration has changed its trade or business after the dat~e of the first 
increase in percentage points during the prior taxa, ble year, then in 
determining whether a "change of ownership" has occurred it is 
necessary to compare ownership of the outstanding stock at the end 
of the current taxable year with such ownership at the beginning of 
the prior taxable year. 

(iv) For purposes of subdivisions (ii) and (iii) of this subpara- 
graph, an increase in percentage points means onlv an increase in 
percentage ownership which would be taken into account under sub- 
paragraph (3) of this paragraph in determining whether a "change 
of ownership" has occurred. 

(v) A loss corporation has changed its trade or business during a 
period between one date and another date only if, as of the later date, 
the corporation has not continued to carry on a trade or business sub- 



103 

stantially the same as that conducted immediately before the earlier 
date. See paragraph (h) of this section for rules relating to change 
in trade or business. 

(6) In determining whether a "change of ownership" lras occurred, 
the following procedure slrall be used: 

(i) First, ~as of the close of a taxable year, the percentage of the 
total fair market value of stock owned, actually and constructively, 
by each of the 10 persons (more or less) selected under paragraph (c) 
of this section shall be computed. For this purpose, each person in- 
cludecl in selecting such 10 persons shall be treated as a separate 
person even though any such persons are considered as only one person 
under such paragraph (c) in selecting the 10 persons who own the 
greatest percentage of the fair market value of the outstanding stock. 

(ii) Second, the percentage of the total fair market value of stock 
owned, actually and constructively, by each of such persons as of the 
beginning of the current taxable year or the prior taxable year, which- 
ever is applicable, shall be computed. 

(iii) Third, after computing the percentage of the total fair mar- 
ket value of stock owned by each of the persons as of the close of the 
current taxable year ancl as of the beginning of the applicable year, a, 

comparison shall be made between the percentages o~ned by each such 
person as of each such date. 

(iv) Fourth, with respect to each person who sustained an increase 
in percentage ownership, the portion of such increase which is attribut- 
able to a transaction or transactions described in paragraphs (e), (f), 
and (g) of this section shall be determined. 

(v) Finally, the increases in percentage ownership attributable to 
such transaction or transactions shall be totaled and the resulting 
figure shall be used in determining whether a "change of ownership" 
ha~s occurred. 

(4) This paragraph may be illustrated by the following examples: 
ExampLe (1). Assume that a loss corporation has changed its 

tracle or business cluring the current taxable year ending on December 
81, 1960. Assume further that the following table shows the per- 
centage of the fair market value of the outstanding stock owned by 
each stockhoMer as of December 81, 1960, and the percentages owned 
by such stockholders as of January 1, 1960, ancl January 1, 1959. The 
percentage of stock actually owned is followed in parentheses by the 
percentage owned a, ctually and constructively under section 818(a). 
It is a, ssumed that all increases in actual ownership are attributable 
to a purchase or purchases of stock described in paragraph (e) of this 
section. 

(i) The 10 persons (more or less) who own the greatest percentage 
of the fair market value of the outstanding stock on December 81, 
1960 (as selected under paragraph (c) of this section), are A through 
N and S. Fach of such persons is treated as a separate person in 
computing increases in percentage ownership. 

(ii) A and B each owns, actually and constructively, 93 percent of 
the outstanding stock on December 81, 1960, 15 percent on January 
1, 1960, and 15 percent on January 1, 1959. Therefore, as of Decem- 
ber 81, 1960, A. and B each has sustained an increase of 8 percentage 
points since January 1, 1960, and a similar increase since January 1, 
]959. A's increase is not attributable to a purchase by him. B's in- 
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Stockholder December 31, 1960 January 1, 1960 January 1, 1959 

A 
B (A's wife) 
C 
D (C's wife) 
E (Son of C and D) 
F (Daughter of C and D) 
G 

N 
0 
P 

R (Grandson of A and B) 
S (D's father) 

10 (28) % 
10 (23) 
10 (25) 
5 (25) 
5 (20) 
5 (20) 

10 (10) 
( 5) 

5 (5) 
( 5) 
( 5) 

5 (5) 
4 (4) 

( 4) 
8 (3) 
3 (3) 
3 (3) 
8 (3) 
0 (15) 

(15) % 
0 (15) 

10 (25) 
5 (25) 
5 (20) 
5 (20) 

10 (10) 
0 (0) 
0 (0) 
0 (0) 
0 (0) 
5 (5) 
0 (0) 
0 (0) 
3 (3) 
3 (3) 
3 (3) 
0 (0) 
0 (15) 

15 (15) % 
0 (15) 
0 (0) 
0 (10) 
0 (0) 
0 (0) 
0 (0) 
0 (0) 
0 (0) 
0 (0) 
0 (0) 
5 (5) 
0 (0) 
0 (0) 
3 (3) 
3 (3) 
8 (3) 
0 (0) 

10 (10) 

crease, however, is attributable to a purchase by her of 10 percent of 
the outstanding stock. Therefore, 8's increase of 8 percentage points 
is taken into account in determinirlg whether a "change of ownership" 
has occurred. 

(iii) C owns, actually and constructively, 25 percent of the out- 
standing stock on December 81, 1960, M percent on January 1, 1960, 
and none on January 1, 1959. Therefore, as of December 81, 1960, C 
has sustained no increase since January 1, 1960, but he has sustained 
an increase of 95 percentage points since January 1, 1M9. Of this 
increase 10 percentage points are attributable to a purchase by C. 

(iv) D owns, actually and constructively, 95 percent of the out- 
standing stock on December 31, 1960, P5 percent on J'anuary 1, 1960, 
and 10 percent on Janua, ry 1, 1M9. Therefore, as of December 31, 
1960, D has sustained no increase since January 1, 1960, but she has 
sustained an increase of 15 percentage points since January 1, 1959. 
Of this increase 5 percentage points are attributable to a purchase 
by D. 

(v) E and F each owns, actually and constructively, 90 percent of 
the outstanding stock on December 81, 1960, 20 percent on January 1, 
1960, and none on January 1, 1959. Therefore, as of December 31, 
1960, E and F each has sustaiIJed an increase of 20 percentage points 
since January 1, 1M9, of which 5 percentage points in each case are 
attributable to a purchase. 

(vi) 6 has sustained an increase of 10 percentage points since 
January 1, 1959, all of which are attributable to a purchase by 6. 

(vii) H, I, J, and K each has sustained an increase of 5 percentage 
points since January 1, 1960, and a similar increase since January 1, 
1959, all of which are attributable to purchases. 

(viii) L has sustained no increase in percentage points. 
(ix) M and N each has sustained an increase of 4 percentage points 

since January 1, 1960, and a similar increase since January 1, 1M9, 
all of which are attributable to purchases. 

(x) S has sustained an increase of 5 percentage points since J anuary 
1, 1959, but the increase is not attributable to a purchase by S. 
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(xi) The aggregate increase in percentage ownership (attributable 
to purchases) since January 1, 1960, is 36 percentage points (8 points 
from B, 5 each from H, I, J, and K, and 4 each from M and N). 

(xii) Since an aggrega~te increase (attributable to transactions de- 
scribed in paragraph (e) ) in stock ownership of at least 50 percentage 
points has not occurred since January 1, 1960, the beginning of the 
taxable year, it is necessary to determine whether such an increase has 
occurred since January 1, 1959, the beginning of thc prior taxable 
year. The aggregate increase in percentage ownership (attributable 
to purchases) since January 1, 1959, is Yl percentage points (8 from B, 
10 each from C and 6, 5 each from D, K, I&', H, I, J, and K, and 4 each 
from M and N). Therefore, section 38o(a) applies as of December 
31, 1960, to eliminate any net operating loss carryovers from 1959 and 
earlier taxable years to 1960 and subsequent, taxable years. 

Example (8). Assume that a loss corporation has changed. its 
trade or business during the current taxable year ending on Decem- 
ber 81, 1960. Assume further that the following table shows the per- 
centage of the fair market, value of the outstanding stock owned by 
each stockholder as of December 81, 1960, and the percentages owned 
by such stockholders as of January 1, 1960. The percentage of stock 
actually owned is followed in parentheses by the percentage owned 
actually and constructively under section 818 (a) . It, is assumed that 
all increases in actual ownership are attributable to a purchase or 
purchases of stock described in paragraph (e) of this section. 

Stockholder December 31, 1960 January 1, 1960 

Partnership AB 
A (a 50-percent partner in AB) 
B (a 50-percent partner in AB) 
C (B's wife) 

20 (100) % 
40 ( 70) 

' 
80 ( 70) 
10 ( 70) 

(40) % 
40 (40) 

0 (20) 
0 (20) 

(i) Since there are less than 10 stockholders as of December 81, 
1960, all of such stockholders are included among the persons who own 
the greatest percentage of stock. 

(ii) Since partnership AB owns, actually and constructively, 100 
percent, of the outstanding stock on December 31, 1960, and 40 percent 
on January 1, 1960, AB has sustained an increase of 60 percentage 
points. Of this increase 20 percentage points are attributable to a 
purchase by AB. 

(iii) A. has sustained an increase of 80 percentage points, but none 
of such increase is attributable to a purchase by A. 

(iv) B has sustained an increase of 50 percentage points, of which 
80 are attributable to a purchase by B. 

(v) C has sustained an increase of 50 percentage points, of which 
10 are attributable to a purchase by C. 

(vi) Since there has been an aggregate increase (attributable to 
transactions described in paragraph (e) of this section) of 60 percent- 
age points since January 1, 1960, section 88o(a) applies as of Decem- 
ber 81, 1960, to eliminate any net operating loss carryovers from 1959 
and ea~rlier taxable years to 1960 and subsequent taxable years. 

L'xtJmpre (8). (i) Assume that on June 15, 1959, A, an individual, 
purchases (within the meaning of section 882(a) (4) and paragraph 
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(e) of this section) 100 percent of the outstanding stock of X Corpora- 
tion, a loss corporation which makes its return on the basis of the 
calendar year. On June 30, 1059, A transfers such stock to Y Corpora- 
tion, the entire outstanding stock of which is owned by A. During 
September 1050, the business of X Corporation is changed. 

(ii) Since, as of December 31, 1059, A is considered under section 
318(a) as owning 100 percent of the outstanding stock of X. Cor- 
poration and he owned none of. such stock on January 1, 1059, and 
since A. 's increase in percentage points is attributable to a purchase of 
such stock by him, section 382(a) applies as of December 31, 1059, to 
eliminate any net operating loss carryovers from 1958 and earlier tax- 
able years to 1950 and subsequent taxable years. 

(e) cV eaning of "purc~~se". — (1) In determining whether a 
"change of ownership" has occurred, an increase in stock ownership 
which is attributable to an acquisition of stock by the person sustain- 
ing the increase (whether the stock acquired is stock of the loss cor- 
poration or of a corporat, ion owning stock in the loss corporat, ion) 
shall be taken into account only if such increase is attributable to a 
purchase (or purchases) by such person, as defined in section 382 (a) 
(4) and this paragraph. There is a "purchase" of stock only if- 

(i) The basis of. such stock is determined solely by reference 
to its cost to the acquirer thereof, and 

(ii) Immediately before its acquisition the ownership of such 
stock would not be attributed to the acquirer by apphcation of 
the constructive ownership rule of paragraph (a) (2) of this 
section. 

For purposes of subdivision (i) of this subparagraph, if the basis of 
the stock is determined by reference to its basis in the hands of the 
transferor thereof or of another person, or by reference to the basis 
of property (other than cash or its equivalent) exchanged for such 
stock, then the basis of such stock is not determined solely by refer- 
ence to its cost to the acquirer. Thus, an acquisition of stock by 
gift or bequest, is not a purchase. However, it stock is received in 
a taxable exchange, its basis is considered to be determined solely by 
reference to its cost to the acquirer. Thus, if A owns a house which 
he exchanges for stock in a loss corporation, the basis of the stock is 
determined solely by reference to its cost to A. For purposes of sub- 
division (ii) of this subparagraph, if, immediately before any acquisi- 
tion of stock, the acquirer would be considered under the construc- 
tive ownership rule of paragraph (a) (2) of this section as owning less 
than 100 percent of the stock o~ned by the transferor, then the ac- 
quirer shall be considered as owning, iminediately before such acquisi- 
tion, only that proportion of the stock so acquired as is equal to the 
proportion of the total stock owned by the transferor which the 
acquirer would be so considered as owning at such time. Thus, if 
A acquires stock from B, his wife, A has not made a "purchase" be- 
cause all the stock so acquired would be considered as owned by A 
immediately before the acquisition. However, if C and D (who are 
otherwise unrelated) are equal partners in a partnership and if C 
acquires 50 shares of stock from D, only 25 of such shares will be 
considered as owned by C immediately before the acquisition. 

(2) If a person acquires stock (or an interest in a partnership, 
trust, or estate) with a view to invoking the constructive ownership 
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rule of paragraph (a) (2) of this section so that a later acquisition 
of stock by, or from, such person will not qualify as a "purchase" 
under section 882(a) (4), the earlier acquisition will be disregarded 
solely for the purpose of determining whether the later acquisition 
is a "purchase". Moreover, in determining whether an acquisition 
of stock is a "purchase" under section 882(a) (4), negligible holdings 
of stock or of an interest in a partnership, trust, or estate will be 
disregarded. This subparagraph may be illustrated by the follow- 
ing example: 

Fxarnple. A. owns all or part of' the outstanding stock of X Cor- 
poration, a loss corporation. A desires to sell his stock to Y Corpora- 
tion and Y Corporation desires to purchase such stock. However, Y 
Corporation wishes to avoid the provisions of section 882(a). There- 
fore, A buys stock of Y Corporation and thereafter Y Corporation 
acquires for cash all or part of A's stock in X Corporation. Since 
the purpose of A's acquisition of stock in Y Corporation is avoidance 
of the provisions of section 382(a), such acquisition is ignored and Y 
Corporation's acquisition from A of stock in X Corporation is con- 
sidered a "purchase" under section 882(a) (4). 

(f) Increase in percentage points attriliutalile to an indirect pur- 
chase of' stock. — (1) An increase in percentage points may be attrib- 
utable to a purchase of stock of a corporation which owns stock of 
the loss corporation. For example, if X Corporation owns 100 shares 
of stock of Y Corporation and if A. purchases 20 percent, in value of 
the outstanding stock of X Corporation, this will be considered a 
purchase by A. of 20 shares of stock of Y Corporation. 

(2) An increase in percentage points may also be attributable to 
a purchase of an interest in a partnership or trust which owns stock 
of the loss corporation. For example, if a partnership owns 100 shares 
of the stock of Y Corporation, a purcliase by A of a 20-percent interest 
in the partnership will be considered a purchase by A of 20 shares 
of the stock of Y Corporation. Similarly, if a trust owns 100 shares ' 

of stock of a loss corporation, and if A purchases an interest in the 
trust which on an actuarial basis is worth 20 percent, this will be con- 
sidered a purchase by A of 20 shares of stock of the loss corporation. 

(g) Increase in percentage points attributalile to a decrease in 
outstanding stock. — (1) An increase in percentage points may be 
attributable to a, decrease in the amount of outstanding stock of a 
loss corporation. For example, if A and B each owns 50 percent in 
value of the outstanding stock of X Corporation, a redemption by X 
Corporation of all of B's stock will increase A's ownership of stock 
by 50 percentage points, 

(2) An increase in percentage points may also be attributable to a 
decrease in the outstanding stock of a corporation owning, directly or 
indirectly, stock in the loss corporation. For example, if X Corpora- 
tion owns 100 percent of the outstanding stock of Y Corporation, a 
loss corporation, and if A. and B each ow~ns 50 percent of the value of 
the outstanding stock of X Corporation, a redemption by X Corpora. - 
tion of all of B's stock will increase A's indirect ownership of the 
outstanding stock of Y Corporation by 50 percentage points. 

(3) If a decrease in the amount of outstanding stock ofa corpora- 
tion (whether a loss corporation or a corporation owning, directly 
or indirectly, stock in a loss corporation) results from a redemption to 
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pay death taxes to which section 808 applies, such decrease shall not 
be taken into account in determining whether there has occurred an 
increase of at least 50 percentage pomts under paragraph (d) of this 
section. For purposes of the preceding sent, ence, a decrease in out- 
standing stock results from a redemption to which section 308 applies 
only to the extent that the amount distributed in redemption does not 
exceed the sum of the items described in paragraphs (1) and (2) of 
section 808(a). Thus, if the amount of $100, 000 is distributed in 
redemption of 100 shares and if the sum of the items described in 
paragraphs (1) and (2) of section 808(a) is $60, 000, a decrease in 
outstanding stock ot only 60 shares will be considered to result from 
a redemption to which section 808 applies. 

(h) Chttnge in triode or buaines8. — (1) The provisions of section 
882(a) are applicable only if the loss corporation has not continued 
to carry on a trade or business substantially the same as that conducted 
before any increase in stock ownership which is taken into account 
in determining under paragraph (d) of this section whether a change 
of. ownership has occurred. The change in trade or business may 
occur at any time on or after the date of the earliest such increase 
during the period beginning on the first day of the loss corporation's 
prior taxable year. For example, assume that on December 31, 1958 
(the end of the corporation's taxable year), the following sharehold- 
ers own a percentage of the fair market value of the outstanding stock 
which is greater than each owned at the beginning of the corporation's 
prior taxable year (January 1, 1957) and that all increases are at- 
tributable to purchases within the meaning of paragraph (e) of this 
section. The increase in percentage points and the date of purchase 
is shown for each such shareholder: 

Shareholder Increase Date of purchase 

A 
8 
C 
D 

Percent 
20 
20 
10 
10 

September 15, 1958. 
June 15, 1958. 
March 15, 1958. 
June 15, 1957. 

Since there have been increases in stock ownership which aggregate 
at least 50 percentage points, section 882(a) is applicable if the cor- 
poration has not continued to carry on a trade or business substan- 
tially the same as that conducted immediately before June 15, 1957, 
the date on which the first purchase occurred during the 2-year period. 

(2) Section 882(a) may apply as of the close of. a taxable year even 
though neither a change of ownership nor a change in trade or business 
has occurred during such year. For example, if during 1958 there 
is a purchase of a least 50 percent of the fair market value of a 
corporation's outstanding stock followed. by a change in the corpora- 
tion's trade or business, section 882(a) will apply as of December 81, 
1958, to eliminate any net operating loss carryovers from 1957 and 
prior taxable years to 1958 and subsequent taxable years, and, even 
though no changes in stock ownership occur during 1959, section 
882(a) will also~apply as of December 31, 1959, to eliminate any net 
operating loss carryover from 1958 to 1959 and subsequent taxable 
years. 



109 [$ 382. 

(3) A change in the trade or business of a corporation made in 
contemplation of a change in stock ownership will be treated as if 
such change in trade or business had occurred after such chan& e in 
stock ownership. For example, if a loss corporation changes its usi- 
ness as part of a plan initiated by, or on behalf of prospective buyers 
of the loss corporation's stock who wish to avoid the provisions of 
section 382(a), a subsequent sale of stock to such buyers will cause 
the change in business to be treated as if it had occurred after the sale. 

(4) For purposes of this paragraph, the holding, purchase, or sale 
for investments purposes of stock, securities, or similar property shall 
not be considered a trade or business unless such activities historically 
have constituted the primary activities of the corporation. 

(5) In determining whether a corporation has not continued to 
carry on a trade or business substantially the same «s that conducted 
before any increase in the ownership of its stock, all the facts and 
circumstances of the particular case shall be taken into account. 
Among the relevant factors to be taken into account are changes in 
the corporation's employees, plant, equipment, product, location, cus- 
tomers, and other items which are significant in determining whether 
there is, or is not, a continuity of the same business enterprise. These 
factors shall be evaluated in the light of the general objective of sec- 
tion 382(a) to disallow net operating loss carryovers where there is 
a purchase of the stock of a corporation and its loss carryovers are 
used to ofFset gains of a business unrelated to that which produced the 
losses. However, the prohibited utilization of net operating loss 
carryovers to oA'set gains of a business unrelated to that which pro- 
duced the losses is not dependent upon considerations of purpose, 
motive, or intent, but rather is established by the objective facts of the 
particular case. The principles set forth in this subparagraph shall 
be applied in accordance with the rules set forth in the following sub- 
paragraphs of this paragraph. 

(6) A. corporation has not continued to carry on a trade or business 
substantially the same as that conducted before any increase in the 
ownership of its stock if the corporation is not carrying on an active 
trade or business at the time of such increase in ownership. Thus, 
if the corporation is inactive at, the time of such an increase and sub- 
sequently is reactivated in the same line of business as that originally 
conducted, the corporation has not continued to carry on a. trade or 
business substantially the same as that conducted before such increase 
in stock ownership. This subparagraph may be illustrated by the 
following examples: 

Ex0rnple (1). X Corporation is engaged in the business of manu- 
facturing and selling machinery. On January 1, 1958, the corpora- 
tion suspends its manufacturing activities and begins to reduce its 
inventory of 6nished products because of general adverse business 
conditions and lack of profits. During the period between January 1 
and September 1, 1958, the business of the corporation remains dor- 
mant. On September 1, 1958, A. , an individual, purchases at least 
50 percent in value of X Corporation's outstanding stock. On Octo- 
ber 1, 1958, the corporation begins to manufacture the same type of 
machinery it manufactured before January 1, 1958. The reactiva- 
tion of the corporation in the same line of business as tlrat conducted 
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before January 1, 1958, does not constitute the carrying on of a trade 
or business substa~ntially the same as that conducted before the in- 
crease in stock ownership. 

L&'ramp/e (8). Y Corporation is engaged in the business of manu- 

facturing machinery. On January 1, 1958, the corporation suspends 
its manufacturing activities because of a Are which disrupts the opera- 
tion of its plant. During the period between January 1 and June 1, 
1958, substant, ial e8orts are made to reactivate the business of the 
corporation by reconstructing the damaged plant. On June 1, 1958, 
A, an individual, purchases at least 50 percent in value of Y Corpora- 
tion's outstanding stock. On July 1, 1958, the corporation resumes 
its normal manufacturing activities. The fact that the corporation's 
normal activities are temporarily suspended at the time of the increase 
in ownership does not of itself constitute a failure to carry on a trade 
or business substantially the same as that conducted before the increase 
in stock ownership. 

(7) A corporation has not continued to carry on a trade or business 
substantially the same as that conducted before an increase in the 
ownership of its stock if the corporation discontinues more than a 
minor portion of its business carried on before such increase. In 
determining whether the discontinued activities are more than "minor" 
for purposes of the preceding sentence, consideration shall be given 
to whether the discontinuance of the activities has the effect of utiliz- 
ing loss carryovers to offset gains of a business unrelated to that which 
produced the losses. This subparagraph may be illustrated by the 
f olio wing examples: 

Exemple 1. X Corporation, a calendar-year taxpayer, is engaged 
in three separate businesses, A, B, and C. Approximately one-half 
of X Corporation's total business activities (measured in terms of 
capital invested, gross income, size of payroll, and similar factors) 
relates to business A, 80 percent, to business B, and the remaining 90 
percent to business C. On December 81, 1957, X Corporation has 
substantial net operating loss carryovers all of w~hich are attributable 
to the operation of business C. On June 1, 1958, Y Corporation pur- 
chases at least 50 percent in value of X Corporation's outstanding 
stock and during 1959 X Corporation discontinues business C. As of 
December 81, 1959, X Corporation has not continued to carry on 
substantially the same trade or business as that conducted prior to 
the increase in ownership. 

L&'xarep/e (8). Assume the same facts as in example (1), except 
that all of X Corporation's net operating loss carryovers are a~ttribut- 
able to business A. and that the capital released by the discontinuance 
of business C is used to revitalize business A. Since the discontinu- 
ance of business C does not result in the utilization of net operating 
losses attributable to one business to onset gains of a business unre- 
lated to that which produced the losses, the discontinuance of such 
business does not of itself constitute the failure to carry on substan- 
tially the same trade or business as that conducted prior to the in- 
crease in ownership. 

(8) If, after an increase in ownership, the corporation centinues to 
carry on its prior business activities substantially undiminished the 
addition by the corporation of a new trade or business does not con- 
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stitute a failure to carry on substantially the same trade or business. 
This subparagraph may be illustrated by the following example: 

Earp/e. X Corporation, a calendar-year taxpayer, is engaged in 
the manufacture and sale of electrical appliances and has substained 
substantial net operating losses. On June 80, 1958, Y Corporation 
purchases 100 percent of X Corporation's outstanding stock. During 
1959, X Corporation continues substantially undiminished its activi- 
ties in the manufacture and sale of electrical appliances and also 
diversifies its activities by acquiring a cement manufacturing plant. 
The addition of the cement manufacturing business by X Corporation 
does not of itself constitute a failure to carry on substantially the 
same trade or business even though net operating loss carryovers at- 
tributable to the electrical appliance business are used to o8set profits 
of the cement manufacturing business. See, however, section 269 
and the regulations thereunder. 

(9) A corporation has not continued to carry on a trade or busi- 
ness substantially the same as that conclucted before any increase in 
the ownership of its stock if the corporation changes the location of 
a major portion of its activities and as a result of such change in loca- 
tion the business of the corporation is substantially altered. This 
subparagraph may be illustrated by the following examples: 

Exnmp/e (1). X Corporation, a calendar-year taxpayer, is en- 
gaged in the business of manufacturing in State A and has sustainecl 
substantial net operating losses. On June. 80, 1958, Y Corporation 
purchases all of X Corporation's outstanding~ stock. During 1M9, 
X Corporation transfers its operations to St~ate B which is several 
hundred miles distant from State A. In order to efFect the change 
in location, X Corporation disposes of. its plant and a large portion 
of its machinery located in State A. The distance between State A 
and State B makes it necessary for the majority of the employees of 
X Corporation to terminate their employment with X Corporation. 
During 1M9, X Corporation resumes its manufacturing activities in 
State B and continues to make the same product and to serve sub- 
stantially the same group of. customers. However, by reason of the 
changes in location, employees, plant, and equipnient, X Corpora, - 
tion on December 81, 1959, is not, carrying on substantially the same 
trade or business as that conducted prior to the increase in ownership. 

Earp/e (8). Y Corporation, a calendar-year taxpayer, is en- 
gaged in the operation of a, department store in city A. On June 
80, 1M8, Z Corporation purchases all of the outstanding stock of Y 
Corporation. During 1959, Y Corporation transfers its operations 
to town B, a suburb of city A. . By reason of the change in location, 
Y Corporation disposes of its interest in the building formerly 
occupied by it in city A and also substitutes new equipment for a 
major portion of the equipment formerly utilized by it in city A. 
After the change in location, Y Corporation continues to sell substan- 
tially the same products to substantially the same customers or to 
customers drawn from substantially the same area and retains sub- 
stantially all of the employees formerly employed in city A. Under 
such circumstances, the change of location does not result in a failure 
to carry on substantially the same trade or business as that conducted 
before the increase in ownership. 



$ 382. ] 
112 

Ez~~pis (8). Z Corporation, a calendar-year taxpayer, opera cs 

a retail liquor store in town M, utilizing the services of 10 employees. 

On June 30 1958, individual A purchases all of the stock of Z Cor- 

poration. 6uring 1959, Z Corporation transfers its operations to 

town 0, a distance of 5 miles from its former location. By reason 

of the change in location& Z Corporation disposes of its interest in the 

premises formerly occupied by it and also disposes of the license and 

franchise issued by town M. During 1959, Z Corporation transfers 

its inventory of liquor to its new location and resumes its retail liquor 

activities under a license and franchise issued by town O. Z Corpora- 
tion continues to employ 5 of the 10 employees formerly employed in 

town M, but the corporation does not serve substantially the same 

customers or customers drawn from substantially the same area. 
U'nder these circumstances, the change of location results in a failure 
to carry on substantially the same trade or business as that conducted 
before the increase in ownership. 

(10) A corporation has not continued to carry on a trade or busi- 

ness substantially the same as that conducted before any increase in 
the ownership of its stock if the corporation is primarily engaged in 
the rendition of services by a particular individual or individuals 
and, after the increase in ownership, the corporation is primarily en- 

gaged in the rendition of. services by diRerent individuals. This 
subparagraph may be illustrated by the following examples: 

kzurnp/e (j). X Corporation, a calendar-year taxpayer, is en- 

gaged. in the business of selling real estate and insurance primarily 
through the services of individual A as broker. On June 80, 1958, 
individual B purchases all of the stock of X Corporation, and individ- 
ual A retires from the business. During the latter part of 1958, X 
Corporation is engaged primarily in rendering the brokerage services 
of individual B in the sale of insurance and real estate. On December 
81, 1958, the corporation has not continued to carry on a trade or 
business substantially the same as that conducted before the increase 
in ownership. 

Examp/e (8). Y Corporation, a calendar-year taxpayer, is engaged 
in the business of operating a beauty salon with 10 employees under 
the supervision of individual A. , who owns all of the stock of Y Cor- 
poration and who is held out to the public as the corporation's prin- 
cipal beauty consultant. However, the quality of the services rendered 
by each of the 10 employees is primarily responsible for attracting the 
corporation's clientele. On June 30, 1958, individual B purchases all 
of the outstanding stock of Y Corporation and individual A retires 
from the business. During 1959, Y Corporation continues to operate 
the beauty salon in the same location and continues to serve substan- 
tially the same group of customers with substantially the same em- 
ployees under the supervision of individual B, who is held out to the 
public as the corporation's principal beauty consultant. On Decem- 

'ber 31, 1959, Y Corporation has continued to carry on substantially 
the same trade or business as that conducted before the increase in 
ownership. 

$ 1. 889(b) STATUTORY PROVISIONS' SPECIAL LIMITATIONS ON NET 
OPERATING Loss CARRYovERs ) CHANGE oF OWNERsIIIP As Tl+E REsULT 
OF A HEORGANIZATION. 
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SEC. 382. SPECIAL LIMITATIONS ON NET OPERATIiVG LOSS 
CARRYOVERS. 

(b) CHANGE oF OwlvERsIIIP As THE REBULT oF A REoRGANIzATIQN. — 
(1) IN GENERAL. — If, in the case of a reorganization specified in 

paragraph (2) of section 381(a), the transferor corporation or the 
acqull'lng col'pol'atlon— 

(A) Has a net operating loss which is a net operating loss 
carryover to the first taxable year of the acquiring corporation 
ending after the d;lte of transfer, and 

(B) The stockholders (immediately before the reorganiza- 
tion) of such corporation (hereinafter in this subsection 
referred to as the "loss corporation"), as the result of owning 
stock of the loss corporation, own (immediately after the 
reorganiz;ltion) less than 20 percent of the fair market value 
of the outstanding stock of the acquiring corporation, the total 
net operating loss carryover from prior taxable years of the loss 
corporation to the first taxable year of the acquiring corpora- 
tion ending after the date of transfer shall be reduced bv the 
percentage determined under paragraph (2). 

(2) REDUCTION OF NET OPERATING LOSS CARRYOVER. — The reduction 
applicable under paragraph (1) shall be the percentage determined 
by subtracting from 100 percent— 

(A) The percent of the fair market value of the outstanding 
stock of the acquiring corporation owned (immediately after 
the reorganization) by the stockholders (immediately before 
the reorganization) of the loss corporation, as the result of 
owning stock of the loss corporation, multiplied by 

(B) Five. 
(3) ExcEPTICN To LIIIITATIGN IN THIs sUBBEGTIoN. — The limita- 

tion in this subsection shall not apply if the transferor corporation 
and the acquiring corporation are owned substantially by the same 
persons in the same proportion. 

(4) lvET CPEBATING Loss cABRYCVERs To sUBGEqUENT Y'EARs. — In 
computing the net operating loss carryovers to taxable years subse- 
quent to a taxable year in which there was a limitation applicable 
to a net operating loss carryover by operation of this subsection, 
the income in such taxable year, as computed under section 172(b) 
(2), shall be increased by the amount of the reduction of the total 

net operating loss carryover determined under paragraph (2). 
(5) ATTRIBUTIC'v oF owNEBGHIP. — If the transferor corporation 

or the acquiring corporation owns (immediatelv before the reor- 
ganization) any of the outstanding stock of the loss corporation, 
such transferor corporation or acquiring corporation shall, for pur- 
poses of this subsection, be treated as owning (immediately after 
the reorganization) a percentage of the fair market value of the 
acquiring corporation's outstanding stock which bears the same 
ratio io the percentage of the fair market value of the outstanding 
stock of the loss corporation (immediately before the reorganiza- 
tion) owned by such transferor corporation or acquiring corporation 
as the fair market value of the total outstanding stock of the loss 
corporation (immediately before the reorganization) bears to the 
fair market vahle of the total outstanding stock of the acquiring 
corporation (immediately after the reorganization). 

(6) STOCK OF CORPORATION CONTROLLING ACQUIRING CORPOBATIoiV. — 
If the stockholders of the loss corporation (immediately before the 
reorganization) own, as a result of the reorganization, stock in a 
corporation controlling the acquiring corporation, such stock of the 
controlling corporatior shall, for purposes of this subsection, be 
treated as stock of the acquiring corporation in an amount valued 
at an equivalent fair market value. 

$ 1. 389 (b) — 1 C1 lANGE OF OvvNERsIIIP As TIIE PiESULT OF A REORGANI- 
zATIoN. — (a) In general. — (1) Section 382 (b) (1) provides that if, in 
the case of a reorganization described in section 881(a) (9), either 
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the transferor corporation or the acquiring corporation has a net 
operating loss carryover which is a carryover to the first taxable year 
of the acquiring corporation ending after the date of transfer, the 
amount of such carryover which may be used by the acquiring corpora- 
tion is reduced unless the stockholders (immediately before the reor- 
ganization) of the corporation possessing the carryover (hereinafter 
called the "loss corporation" ) own, immediately after the reorganiza- 
tion, at, least 20 percent of the fair market value of the outstanding 
stock of the acquiring corporation. See paragraph (b) of $ 1. 381(b) — 1 
for determination of the date of transfer, and paragraph (b) of' this 
section for computation of the amount of tive reduction. 

(2) The ownership of at least 20 percent of the fair market value 
of the stock of the acquiring corporation after the reorganization 
must result from the ownership of stock in the loss corporation im- 
mediately before the reorganization. Thus, if stockholders of a trans- 
feror-loss corporation before the reorganization also own stock of 
the acquiring corporation at such time, such stock of the acquiring 
corporation is not, considered as owned after the reorganization by 
such stockholders as a result of owning stock in the loss corporation 
in determining whether the 20-percent, requirement is satisfied. More- 
over, the stockholders (immediate]y before the reorganization) of a 
transferor-loss corporation shall not be regarded as owning, im- 
mediately after the reorganization, any stock of the acquiring cor- 
poration which is not distributed to such stockholders pursuant to 
the plan of reorganization. 

(3) If the net operating loss carryovers of a loss corporation are 
reduced under section 382 (b) (1), then in computing the net operating 
loss deduction of the acquiring corporation for its erst taxable 
year ending after the date of transfer, that portion of such deduction 
which is attributable to the net operating loss carryovers of the loss 
corporation is limited to the amount of such carryovers minus the re- 
duction. Thus, if the net operating loss carryovers of the loss cor- 
poration are $100, 000 and if the amount of the reduction is $00, 000, 
only $40, 000 of such carryovers may be used by the acquiring cor- 
poration in computing its net operating loss deduction under 
section 172 (a) for its erst taxable year ending after the date of trans- 
fer. The reduction provided in section 382(b) (1) is applied to the 
aggregate of the allowable net operating loss carryovers of the loss 
corporation without regard to the taxable years in which the net 
operating losses were sustained. 

(4) See paragraph (e) of this section for the eGect of the reduction 
in subsequent taxable years of the acquiring corporation. 

(5) The reduction provided by section ~382(b) (1) may apply to the 
carryovers of more than one corporation a party to the reorganization. 
For example, assume that X Corporation acquires the assets of. Y 
Corporation and of Z Corporation in a reorganization described in 
section 381(a) (2) and that both X Corporation and Y Corporation 
have net operating loss carryovers at the date of the reorganization. 
The reduction under section 382(b) (1) will apply to the net operating 
loss carryovers of X Corporation unless the stockholders (immediately 
before the reorganization) of X Corporation own, immediately 
after the reorganization, at least 20 percent, of the fair market value 
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of the outstanding stock of X Corporation. Shnilarly, the reduction 
under section 382(b) (1) ivi[1 apply to the net oper;iting loss carry- 
overs from Y Corporation unless the stockholders (imniediately before 
the reorganization) of Y Corporation own, immediately after the 
reorganiz~ation, at least 20 percent of the fair market value of the 
outstanding stock of X Corporation. 

(6) Section 382(b) applies only with respect to those reorganiza- 
tions clescribed in section 381(a) (2). However, a series of transac- 
tions which purport to be a reorganization qualifying under section 
368(a) (1) (8) followed by a liquidation quiilifying under section 
33&, but which in subst;ince comprise a reorganization qualifying 
under section 368(a) (1) (C), ivi[1 be considered as a reorganization of 
the last-described type for purposes of. section 38'(b) and this section. 

(7) See $ 1. 389(c) — 1 for definition of the term "stock" as used in 
this section. 

(b) Amount of reduction. — (1) The amount of the reduction pro- 
vided in section 382 (b) (1) shall be deterinined as follows: 

(i) Determine the percentage of tlie fair market value of the out- 
standing stock ot the acquiring corporation owned, immediately 
after tlie reorganization, by the stockholders (iminediately before 
the reorgaiiization) of the loss corporation, which is attributable to 
their ownership of stock in the loss corpora, tion immediately before the 
1 eorganiza t ioll. 

(ii) If the percentage determined under subdivision (i) is less 
than 20 percent, coinpute the difference between such percentage and 
90 perceiit, and inultiply such diQ'erence by five. The resulting~prod- 
uct is tlie percentage by ivhich the net operating loss carryovers are 
reduced. 

(2) Subparagraph (1) of this paragraph may be illustrated by the 
following example: 

Ea«m~&le. Assume that X Corporation acquires the assets of Y 
Corporation, a, loss corporation, in a reorganization described in sec- 
tion 381(a) (2), and that immediately after the reorganization the 
former stockholders of Y Corporation, as the result of owning stock 
of Y Corporation, own 8 perceiit of the fair market value of X Corpo- 
ration's outstanding stock. The diQ'erence between 8 percent and 90 
percent is 12 percent, wliich when multiplied by five produces 60 per- 
cent. Therefore, tlie amount of the reduction is equal to 60 percent 
of the net operating loss carryovers from the loss corporation, so tliat 
if the net operating loss carryovers from Y Corporation amounted to 
8100, 000, the amount of the rediiction would be $60, 000. 

(c) Acyl~'sitions designed to a, i oid section 88 (0). — The purpose 
of the 20-percent requirement of section 382(b) (1) is to ensure that 
the net operatinq loss carryovers from:i corporation;i party to a 
reorganization will be allowed in full only when the sliareliolders of 
the loss corporation liave a substantial continuing interest in the 
acquiring corporation, thereby ensuring that the carryovers will be 
utilized to some extent for the benefit of those persons v ho were own- 
ers of the loss corporation before the reorganization. Therefore, in 
applying section 382(b) (1), any acquisition of stocl. - of a loss corpora- 
tion will be rlisregarded if niade for the purpose of avoiding tlie 20- 
percent continuity yof interest requirement. AIoreover, two or more 
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successive reorganizations will be treated as if they had occurred 
simultaneously in cases where they are undertaken with a view to 
avoiding the 20-percent continuity requirement. These rules may be 

illustrated by the following examples: 
Exrxmple (1). Assume that X Corporation desires to merge into 

Y Corporation, a loss corporation, in a reorganization. A and B, who 

are the controlling stockholders of X Corporation, with a view to 
avoidin&~ the 20-percent continuity of interest requirement of section 

382(b) (~1), acquire for cash 40 percent of the fair market value of 
the outstanding stock of Y Corporation (or acquire an option to pur- 
chase such stock, which option they exercise shortly after the merger). 
Thereafter, Y Corporation acquires the assets of X Corporation in a 

reorganization to which section 381 (a) applies. In determining 
whether the 20-percent continuity requirement is satis6ed (and, if not, 
the amount of the reduction under section 382(b) (2) ), the stock of 
Y Corporation purchased by A and B (or acquired upon their ex- 
ercise of the option) will be considered as outstanding immediately 
after the reorganization but will not be considered as owned by 
persons who were stockholders of Y Corporation immediately before 
the reorganization. 

Ev, ample (8). Assume that X Corporation, which has a net worth 
of $2, 000, 000, desires to acquire the assets of Y Corporation, a loss 
corporation, w~hich has a net worth of $100, 000. X Corporation also 
desires to acquire the assets of Z Corporation, which has a net worth 
of $400, 000. With a view to avoiding. the 20-percent continuity re- 
quirement, Z Corporation acquires the assets of Y Corporation in a 
reorganization to which section. 381(a) applies. Immediately after 
the reorganization, the former stockholders of Y Corporation own 20 
percent of the fair market value of the outstanding stock of Z Corpo- 
ration. Shortly therea, fter, X Corporation acquires the assets of 
Z Corporation in a reorganization to which section 381(a) applies. 
Immediately after the reorganization, the former stockholders of Y 
Corporation own 4 percent of the fair market value of the outstanding 
stock of X Corporation. Under these circumstances, the application 
of section 382(b) (1) to the net operating loss carryovers of Y Cor- 
poration shall be determined by reference to the fair market value of 
the outstanding stock of X Corporation owned, immediately after the 
successive reorganizations, by the stockholders (immediately before 
the successive reorganizations) of Y Corporation. Therefore, the net 
operating loss carryovers from Y Corporation will be reduced by 80 
percent, . 

(d) L&xception to opplicalion of section 888(b). — (1) Section 382 
(b) (3) provides an exception to the application of the reduction pro- 
vided in section 382(b) (1). Under this exception there is no reduc- 
tion if, immediately before the reorganization, the transferor corpora- 
tion and the acquiring corporation are owned substantially by the 
same persons in the same proportion. If the acquiring corporation is 
not in existence immediately before the reorganization (as in the case 
of a statutory consolidation), the requirements of section 382 (b) (3) 
are not, met unless the transfe~ror corporations immediately before the 



117 

reorganizatio» are owned snbst;intially hy the sa»ie persons in tlie 
same proportioii. 

(2) The tra»sferoi' corpoi;itio»;i&id tlie acquiri»g corp»i;iiio» will 
be considered as owned substa»tially by tlie same perso»s in the same 
proportion only if the same perso»s oivn substantially al] the stock 
of the corporations in substanti;illy the same proportion. This rule 
may be illustrated by the folloiving examples: 

F:rcmp/e (1). A. and B each owns 50 percent of the fair market 
val»e of the outstanding stock of X Corporation. A owns 52 percent 
and B owns 48 percent of the fair market value of the outstanding 
stocl. - of Y Corporation. Y Corporation acquires the assets of X Coi'- 
potation in a reorganization to ivhich section 881(a) applies. The 
exception provided in section 882(b) (8) is;ipplicable. 

L&'xamp/e (8). A and B each oivns 50 percent of the fair market 
value of the outstanding stock of X Corporation. A owns 60 percent 
and B owns 40 percent of the fair market value of the outstanding 
stock of Y Corporation. Y Corporation acquires the assets of X Cor- 
poration in a reorganization to which section 881(a) applies. The 
exception provided in section 882(b) (8) is not applicable. 

L"vamp/e (8). A and B each owns 48 percent of the fair market, 
value of the outstandi»g stock of X Corporation and of Y Corpora- 
tion. C owns the reniaining 4 percent of X Corporation and D owns 
the rema. ining 4 percent, of Y Corporation. Y Corporation acquires 
the assets of X Corpoi ation in a reorganization to ivhich section 881 
(a) applies. The exception provided in section 882(b) (8) is appli- 
cable. 

L"xasnple ($). A and B each owns 40 percent of the fair market 
value of the outstanding stock of X Corporation and of Y Corpora- 
tion. C owns the remaining 20 percent of X Corporation and D owns 
the remaining 20 percent ot Y Corporation. Y Corporation acquires 
the assets of X Corporation in a reorganization to which section 881 
(a) applies. The exception provided in section 882(b) (8) is not 
applicable. 

(8) If stocl. - of the transferor or acquiring corporation is acquired 
or disposed of for the purpose of meeting the requirements of section 
882(b) (8), then for purposes of such section such stock shall not be 
considered to be owned by the person who acquired it. For example, 
if A, owni»g 100 percent of the outstanding stock of X Corporatio» 
and 75 perce»t of the outstanding stock of Y Corporation, a loss 
corporation, acquires the remaining 25 percent of the outstanding 
stock of Y Corpor;ition with a, view to merging the tao corporations, 
then for purposes of section 882(b) (8) sucli 25 percent shall not be 
considered to be oivned by A. . 

(e) Car&yoi:era to subsequent yea~a. — (1) The ieduction provided 
in section 882(b) (1) applies only to net, operating loss carryovers to 
the first taxable year of the acquiring corporation ending;ifter the 
date of transfer. However& section 882(b) (4) contains a rule to e»- 
sure that the portion of the carryovers equal to the amount of the 
reduction will not be available for deduction in subsequent taxable 
years of the acquiring corporation. This icicle provides that if a, re- 
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cluctinn is applicable, un(ler section 682(b) (1), then in computing net 
operating loss carryovers from taxable ye:irs of the transferor and 
acquiring~ corporations ending on or before the date of transfer to 
taxable years of the acquiring corporation subsequent to the first 
taxable year ending after the date of transfer, the income of the ac- 
quiring corporation for such first taxable yea~r, as computed under 
section 172(b) (2) (without regard to the fact that the deduction 
under section 172(a) is reduced by the amount computed under sec- 
tion 382(b) (2) ), shall be increased by the amount of the reduction 
computed under section 682(b) (2) for that year. The preceding rule 
may be illustrated by the following example: 

lz(ttnple. X Corporation and Y Corporation are organized on 
January 1, 1957, and each makes its return on the basis of the calendar 
year. On December 81, 1958, Y Corporation acquires the assets of 
X Corporation in a reorganization to which section 881(a) applies. 
Immediately after the reorganization, those persons who were stock- 
holders of X Corporation iiiimediately before the reorganization own 
10 percent of the fair market value of the outstanding stock of Y Cor- 
poration, The net operating losses and the taxable income (computed 
without any net, operating loss deduction) of the two corporations 
are as follows: 

Year X corporation 
(transferor) 

Y corporation 
(acquirer) 

1957 
1958 
1959 

($5, 000) 
(15, 000) 

($5, 000) 
(1, 000) 
5, 000 

The computation of the carryovers to Y Corporation's calendar year 
1960 may be illustrated as follows: 

(i) X Cof"porotion's 19o7 loss. — The carryover to 1960 is $0, 
computed as follows: 
Net operating loss $5, 000 
Less: 

X's 1958 taxable income $0 
Y's 1959 taxable income before adjustmcnt under 

section 382(b) (4) $5, 000 
Plus amount of reductio~ computed under section 

382(b) (2) (50% of $20, 000) 10, 000 15, 000 15, 000 

Carryover to 1900 

(ii) Y C'orporation's 1MB loss. — The carryover to 1960 
computed as follows: 
Net operatin loss 
Less: 

Y's 1958 taxable income $0 Y's 1959 taxable inconte before net operating loss 
deduction and adjustment under section 382 
(b)(4) $5, 000 

Minus Y's 1959 net operating loss deduction (i. e. , X's 1957 carryover) 5 000 
Plus amount of reduction uggler section 382 (b) (2) 10, 000 10, 000 

Carryover to 1900 

0 

is $0, 

$5, 000 

10, 000 

0 
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(iii) X Cov~rovuA'on's 1M8 loss. — The cat ryover to 1060 is $10, 000, 
compu(ed as follows: 
Net operating loss 
Less: 

X's 1057 taxable income $0 
Y's 1959 taxable income before net operating. loss 

deduction aml adjustment under section 382 
(b)(4) $5, 000 

Minus Y's 1059 net operating loss deduction (i. e. , 
X's 1957 carryover of $5, 000 and Y's 1057 carry- 
over of $5, 000) 10, 000 

Plus amount of reduction under section 382(b) (2) 10, 000 5, 000 5, 000 

$15, 000 

Carryover to 1060 10, 000 

(iv) I' Covpovution's 1958 loss. — The carryover to 1060, is $1, 000, 
computed as follows: 
Net operating loss $1, 000 
Less: 

Y's 1057 taxable income $0 
Y's 1059 taxable income before net operating loss 

deduction and adjustment under section 382(b) (4) $5, 000 
Minus Y's li)50 net operating loss deduction (i. e. , X's 

1057 carryover of $5, 000, Y's 1057 carryover of 
$5, 000, and X's 1958 carryover of $15, 000) 25, 000 

Plus amount of reduction under section 382(b) (2) 10, 000 0 0 

Carryover to 1060 1, 000 

(v) 8ummung of curryovevs to 1900. — The aggregate of the net op- 
erating loss carryovers to 1060 is $11, 000, colnputed as follows: 

X's 1958 loss $10, 000 
Y's 1058 loss 1, 000 

Total 11, 000 

(0) If the date of transfer is on a day other than the last day of a 
taxable year of the acquiring corporation, and if the reduction pro- 
vided in section 682(b) (1) applies to net operating loss carryovers 
of tire transferor corporation, then for purposes of section 681(c) (1) 
(C), the adjustment provided in section 689(b) (4) shall be consid- 
ered as an increase in income of the "postacquisition part year" and. 
no portion of such adjustment shall be considered as an increase in in- 
come of the "preacquisition part year". 

(f) Attributio of ou:nership. — (1) Section 382(b) (5) provides a 
special rule for determining whether the reduction provided in section 
882(b) (1) applies in cases where, immediately before the reorgan- 
ization, either the transferor corporation or the acquiring corporation 
owns outstanding stock of the loss corporation. Under this rule, the 
transferor or acquiring corporation (whichever owns stock of the 
loss corporation) is treated as owning, immediately after the reorgan- 
ization, a percentage, A, of the fair market, value of the acqui~ring 
corporation's outstanding~ stock which bears the same ratio to B (the 
percentage of the fair market value of the stock of the loss corporation 
owned, immediately before the reorganiza(ion, by such transferor or 
acquiring corporation) as C (the fair market value of the outstanding 
stock of the loss corporation immediately before the reorganization) 
bears to D (the fair market value of the outstanding stock of the 
acquiring corporation immediately after the reorganization). Stated 
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quiring corporation's outstanding stock treated as owned by the 
transferor or acquiring corporation immediately after the reorgan- 
ization, A, equals— 
Value of stock of loss corporation 

immediately before reorganization Percentage of stock of loss corpora- 
((') tion owned by transferor or ac- 

Value of stock of acquiring corpora- quiring corporation irnrnediately 
tion immediately after reorganiza- before reorganization (B) 
tion (D) 

The preceding rule may be illustrated by the following examples: 
Encamp/e (1). Assume that X Corporation owns 25 percent of the 

fair market value of the outstanding stock of Y Corporation, a loss 
corporation; that, X Corporation acquired the assets of Y Corporation 
in a reorganization to which section 381(a) applies; that immediately 
before the reorganization the total outstanding stock of Y Corporation 
has a fair niarket value of $10, 000; and that immediately after the re- 
organization the total outstanding stock of X Corporation has a fair 
market value of $50, 000. For the purpose of determining whether the 
reduction provided in section 382 (b) (1) is applicable (and, if so, the 
amount of the reduction computed under section 382(b) (2)), X 
Corporation is treated as owning (immediately after the reorganiza- 
tion) 5 percent of the fair market value of its outstanding stock, 
determined as fol]ows: 

X 25/o (B). =6% (A) 

Thus, if the other former stockholders of Y Corporation own, after 
the reorganization, at least 15 percent of the fair market value of tile 
outstanding stock of X Corporation as the result of owning stock in 
Y Corporation, there will be no reduction under section 382(b) (1). 

Exemple (8). Assume the same facts as in example (1), except 
that, Y ("orporation acquires the assets of X Corporation in a reorgani- 
zation to which section 381(a) applies and that immediately after the 
reorganization the total outstanding stock of Y Corporation has a fair 
market value of $50, 000. The result is the same as that in example (1) . X Corporation is treated as owning (immediately after the reorgani- 
zation) 5 percent of the fair market value of the outstanding stock of 
Y Corporation. Tlnis, there will be no reduction under section 382 
(b) (1) if those persons (other than X. Corporation) who were stock- 
holclers of Y Corporation immediately before the reorganization own 
at least 15 percent of the fair market value of the outstanding stock 
of Y Corporation immediately after the reorganization. 

(2) The provisions of paragraph (5) of section 382(b) do not ap- 
ply with respect to an interest in a loss corporation which is acquired 
for the purpose of avoiding the 20-percent continuity of interest re- 
quirement of section 382(b) (1). Thus, paragraph (5) of section 
382(b) does not apply with respect to stock of a loss corporation 
which is acquired by another corporation with a view to causing a 
merger of the two corporations. For example, if X Corporation 
owns 15 percent of the fair market. value of the outstanding stock of 
Y Corporation, a loss corporation, and if X Corporation purchases 
an additional 15 percent with a view to causing a merger of the two 
corporations, paragraph (5) of section 382(b)~applies only with re- 
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spect, to the stock previously held by X Corporation and not to the 
stock so purchase&1. 

(g) 8toc1e of corporotr'on contr'oVing «cfuiiiilt coryorotion. — (1) 
Section r82r(b) (6) Provicles a sPecial rule for dcternxining whether 
the reductIon provided in section. 38'r(b) (1) applies in cases where 
the transferor corporation is a loss corporation a»d the former stock- 
holders of the loss corporation ow», as a result of the reorganization, 
stock in a, corporation which controls (witliIn the meaning~of section 
M8(c) ) the acquiring corporation. In such cases, the former stock- 
holders of the loss corporation are treated as owning, after the reor- 
ganization, stock of the acquiring corporation equal in value to the 
lair market value of their stock in the controlling corporation. This 
rule may be illustrated by the following example: 

Example. X Corporation owns 100 percent of the stock of Y Cor- 
poration. In a reorganization to which section 881(a) applies, Y 
Corporation acquires the assets of Z Corporation, a loss corporation, 
in exchange for stock of X Corporation. Immediately after the re- 
organization the tot'al outstanding stock of Y Corporation has a fair 
market value of $50, 000, and the stockholders (immediately before the 
reorganization) of the loss corporation own, as a result of the reor- 

anization, stocl- of X Corporation having a fair market value of 
20, 000. For the purpose of determining whether the reduction pro- 

vicled in section 382(b) (1) is applicable (and, if so, the amount of the 
reduction computed under section 882(b) (2) ), the former stock- 
holders of the loss corporation are treated as owning stock of Y Cor- 
poration worth $20, 000 (the value of their stock in X Corporation), 
which is 40 percent ($20, 000 divided by $50, 000) of the fair market 
value of the outstanding stock of the acquiring corporation. 

(2) The 20-percent continuity of interest requirement of section 
382(b) (1) applies with respect to an interest in the corporation desir- 
ing to utilize the net operating loss carryovers from the loss corpora- 
tion. Thus, the provisions of section 882(b) (6) and of subparagraph 
(1) of this paragraph apply only if, at the time of the reorganiz~ation, 
it, is intended that the acquiring corporation itself, and not the corpo- 
ration which controls the acquiring corporation, shall make use of the 
net operating loss carryovers fronx the loss corporation. Section 382 
(b) (6) and subparagraph (1) of this paragraph do not apply if the 
loss corporation is a~cquired by a controlled corporation with a view 
to the liquidation of the controlled corporation into its parent at a 
time when a substantial part of the net operating loss carryovers from 
the loss corporation remain to be utilized. (This requirement is 
satisfied in any case in which such action was contemplated at the 
time of the reorganization by those persons in a position to determine 
the policies of the controlled corporation. ) In such case, it is the 
controlling corporation, instead. of' the controlled corporation, in which 
the former stockholders of the loss corporation must own a 20-percent 
interest. Thus, assume in the example appearing in subparagraph 
(1) of this paragraph, that the total fair market value of the out- 
standing stock of X Corporation immediately after the reorganiza- 
tion is $200, 000 and that X Corporation causes Y Corporation to be 
liquidated at a time when a substantial part, of the loss carryovers 
from Z Corporation remain to be utilized. Under these circumstances, 
the former stockholders of the loss corporation would own after the 
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reorganization only 10 percent ($20, 000 divided by $200, 000) of the 
fair market value of the outstanding stock of the controlling corpora- 
tion and the net operating loss carryovers from Z Corporation to the 
first taxable year of Y Corporation ending after the date of transfer 
v ould accordingly be reduced by 50 percent. 

$ 1. 882(c) STATUTORY PROVISIONS j SPECIAL LIMITATIONS OiN NET 
OPERATINxx IWSS CARRYOVERS ) DEFINITION OF STOCK. 

SEC. 882. SPECIAL LIMITATIONS ON NET OPERATING LOSS 
CARRYOVERS. 

(c) DEFINxrxox or STocx. — For purposes of this section, "stock" 
means all shares except nonvoting stock which is limited and preferred 
as to dividends, 

$ 1. 882(c) — 1 DEFINITICN oF STocK. — Section 882(c) contains the 
definition of the term "stock" for purposes of section 882 (a) and (b). 
For these purposes, the term "stock" means all outstanding shares 
except nonvoting stock which is limited and preferred as to dividends. 

$ 1. 894 STATUTORY PROVISIONS; EFFECTIVE DATE OF PART Vx SUB- 
Ci IAPTER C& CIIAPTER 1 OF THE CODE. 

SEC. 894. EFFECTIVE DATE OF PART V. 
(a) Szcrxoxx 881. — Except as otherwise provided in this subchapter, 

section 881 shall apply to liquidations and reorganizations, the tax 
treatment of which is detcrnxined under this Code. 

(b) SEcrxov 382(a). — For purposes of applying the special limitation 
on net operating loss carryovers in section 882(a), the beginning of the 
taxable years specified in clauses (i) and (ii) of section 382(a) (1) (A) 
shall be considered to be the beginning of such taxable years or t'une 
22, lfio4, whichever occurs later. 

(c) SEcrxoN 882(b). — Section 882(b) shall apply to reorganizations, 
the tax treatment of which is determined under this Code. 

$1. 894 — 1 EI'I'EcTIvE DATE oF PART V or SUBCHAPTER C. — (a) 
Section 88Z. — Section 894(a) provides that, except as otherwise pro- 
vided in subchapter C, chapter 1 of the Code, section 881 shall apply 
to liquidations and reorganizations, the tax treatment of which is 
determined under the Internal Revenue Code of 1954. For such 
liquidations, see section 892 and the regulations thereunder. For such 
reorganizations, see section 898 and the regulations thereunder. 

(b) Section 888(xx). — Section 894(b) provides that for purposes 
of applying the special limitation on net operating loss carryovers 
conta, ined in section 882(a), the beginning of the taxable years speci- 
fied in clauses (i) and (ii) of section 882(a) (1) (A) shall be con- 
sidered to be the beginning of such taxable years or June 22, 1954, 
whichever occurs later. Thus, if X Corporation made its returns for 
1954 and. 1955 on the basis of the calendar year, then in determining 
whether the limit, ation contained in section 882(a) applies as of 
December 81, 1954, the beginning of the taxable years specified in 
clauses (i) and (ii) of section 882(a) (1) (A) would be June 22, 195, 
and in determining whether section 882(a) applies as of December 
81, 1955, the beginning of the taxable year specified in clause (i) 
of section 882(a) (1) (A) would be January 1, 1955, and the beginning 
of the taxable year specified in clause (ii) of section 882(a) (1) (A) 
would be June 22, 1954. 

(c) Section 888(b). — Section 894(c) provides that section 882(b) 
shall apply to reorganizations, the tax treatment of which is de- 
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ternIined under the Internal Revenue Code of 1954. See section 393 
and the regulations tliereunilcr. 

Authority: $$ 1. 3&8 & (a) through 1. 382(c) — 1, incl. , 1. 394 a»d l. , '394 — 1, 
issued under sec. 780o, I. R. C. 1954; 68A )tat. 917; 26 IJ. S. C. 780, "&. 

MORTIivIER M. CAPLIN& 
Commissioner o j Interna/ Revenue. 

Approved October 30& 1962. 
S'rANI Ev S. SURREy& 

Assistant 8er& eta& It o j the Treasury. 

(Filed by the Divisiou of the Federal Register on November 2, 1()02, 8:47 a. ui. , 
and published in the issue of the Federal Register for November 8, 1002, 
27 F. R. 10708) 

PART VI. — EFFECTIVE DATE OF SUBCHAPTER C 

SECTION 394. — EFFEC'l IVE DATE OF PART V 
26 CFR 1. 394: Statutory provisions; 

eQ'ective date of part V, subchap- 
ter C, chapter 1 of the Code. 

EA'ective date of regulations under sections 381 and 382 of the 
Internal Revenue Code of 1954, relating to carryovers in certain reor- 
ganizations. See T. D. 6616, pag&e 98. 

SUBCHAPTER D. — DEFERRED COMPENSATION, ETC. 

PART I. — PENSION, PROFIT-SHARING, STOCK BONUS PLANS, ETC. 

SECTION 401. — QUALIFIED PEN)ION, PROFIT-SHARING, 
AND STOCK BONUS PLANS 

26 CFR 1. 401 — 1: Qualified pension, profit- 
shaiing, and stock bonus plans. 

(Also Section 404; 1. 404(a) — 1. ) 

Piev. Rul. 62 — 139 

Past service viith specified foriuer employers mav be used for the 
purpose of determiniug eligibility to participate iii a qualified em- 
ployees' pensiou plau of a preseut employer and for deteriniuiug 
benefits thereunder, provided (1) all eniployees haviug such past 
service are treated uniformly; (2) the use of &Rich past service fac- 
tor does not produce discrimination in favor of officers, share- 
holders, supervisors, or highly compensated emplovees, and (8) 
there is no duplication of benefit. . 

Hoivever, it does not necessarily folloiv tlmt, because a plan satis- 
fies the nondiscriiuination requirements of section 401(a) of the 
Internal Revenue Code of lfifi-l, all emph&yer contributions thereto 
are vvithin the ordinary and necessary business expense and rcasou. - 
able coiupensation deductious limitation. iiiiposed bv sectioii 
102(a) (I) of the Code. 

Atlvice has been requested as to the eyitent, to v;hich past service 
ivith a former employer may be recognized, under a present employer's 
qualified pension plan, for the purposes of making determinations 



as to (1) eligibility and benefits thereunder and (2) determining 
deductibility of contributions to such plan by the present employer. 

Section 401(a) of the Internal Revenue Code of 1954 provides, in 
part. , that a trust, created or organized in the United States and form- 
ing a part of a stock bonus, pension, or profit-sharing plan of an 
employer for the exclusive benefit of his employees or their beneficiaries 
shall constitute a qualified trust if the trust or plan does not discrim- 
inate in favor of employees ivho are oScers, shareholders, persons 
whose principal duties consist in supervising the ivork of other ern- 

ployees, or highly compensated employees. 
Pursuant to a pension plan adopted by one or more employers, the 

periods of past service of an employee with a former employer, 
irrespective of the degree of a$1iation existing between the prewnt 
employer and the former employer and notwithstanding the fact that 
the fornier employer is not a, participant in a group plan with the 
present employer, may be used for purposes of determining eligibility 
and benefits thereunder, provided (1) such former employ~er, if not a 
participant in a group plan with the present employer, is specified 
in the plaii or trust; (2) all employees of sucli former employer are 
treated uniformly; (6) the use of the past service factor does not 
produce discrimination in favor of officers, shareholders, persons 
whose principal duties consist in supervising the work of other em- 
plovees, or highly compensated employees; and (2) such past service 
is not covered by any pension plan under wliich the rights accrued 
during such prior service are vested in the employee. It is consid- 
ered immaterial tliat such former eniployer had no pension plan in 
effect during the period upon which the past service is based. 

The allowance of credit for services rendered as an employee of a 
former employer in a pension plan of the present, emplover is not 
deemecl compensation for sucli prior service but is considered a unit 
of measurement as to the reasonableness of the current compensation 
of the employee for services rendered to the present employer, 
Hence, the primary test for inclusion of credits pursuant to a qualified 
pension plan based on the employee's services with any former em- 
ployer, whether for eligibility or benefit purposes, is whether the 
applica~tion of such past service credits results in discrimination in 
favor of employees in the prohibited gi oup. 

Section 404(a) (1) of the Code provides that contributions of an 
employer under an exempt employees' pension plan shall be deductible 
within the limitations specified therein, provided such contributions 
satisfy the conditions of section 162, relating to trade or business 
expense, or section 212, relating to expenses for' the production of 
income, However, a conclusion that a plan is within the nondiscrimi- 
nation requirements of the Code is not necessarily conclusive that all 
contributions made to the plan by the employer v. ill be within the 
"orclinary and necessary business expense" and "reasonable compensa- 
tion" limitations set forth in section 162(a) (1) of the Code. 

Depositing trust funds in a savings account ivith the employer- 
grantor. See Rev. Rul. 62 — 188, page 148. 
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R( i. I: »l. (b' — 105 
A trust established by an employer for his einployees which pro- 

vides for niandatory luinp-suui distributions ivhich are not made in 
the form of stocl- of the employer and to ivhich the eniploycr's con- 
tributions are not contingent ill)011 pl'ofits is neither a fiualified 
profit-sharing trust, stocl- bonus trust, nor a pension trust within 
the iueaning of section 401(a) of the Internal Revenue Code of 1054. 

Advice has been requested whether a triist establislied by an em- 
ployer for his employees wi]1 meet, t]ie requirements of section 401(a) 
of t)ie Internal Revenue Cocle of 10, "&4 if it, provides that only lump- 
sum c;ish distributions may be made to participating employees upon 
their retiiement or other separation from the service of the employer. 

A corporation established a contributory retirement plan for its 
employees and arranged to fund the benefits thereunder through a 
trust established as a part thereof. Under the terms of the plan and 
trust, each participating employee contributes up to ten percent of his 
regulai' earnings to the trust fund and the employer, whether or not it 
has profits, contributes an amount equal to that contributed by each 
participating employee. The trust provides only for lump-sum cash 
distributions to parti& i]iating employees upon their retirement or other 
separation from i, he employer's service. Neither the trustee nor a par- 
ticipant has an option to distribute. or to receive, the participant's 
account in the trust in any manner other than as a lump-sum cash 
set tlement. 

In order to qualify under section 401(a) of the Code, a trust must, 
among other things, form a part of a stock bonus, pension, or profit- 
sharing plan of aii employer for his employees or their beneficiaries. 

Section 1. 401 — 1(b) (1) (i) to (iii), inclusive, of the Income Tax 
Regulations, defines pension, profit-sharing;ind stock bonus plans 
within the meaning of' section 401(a) of the Code. A pension plan is 
defi»ed as "a plan established a»d niaintained by an employer pri- 
maii]y to provide systematically for the payment of definitely deter- 
minable benefits to his employees over a period of years, usually for 
life, after retirement. " A profit sharing plan is defined as "a plan 
established and maintained by a» employer to provide for the partici- 
pation in his profits by his employees or their beneficiaries. " To the 
extent here pertinent, a stock bonus plan is defined as "a plan estab- 
lished and maintained by an employer to provide benefits similar to 
those of' a profit-sharing plan, except, that the contributions by the 
employer are not, necessarily dependent upon profits and the benefits 
are distributable in stock of the employer company. " 

The trust under consideration does not qualify under section 401(a) 
of the Code as a profit sharing trust since, under the plan, the em- 
ployer's contributions are not, contingent upon either current or ac- 
cumulated profits. Neither does the trust qualify thereunder as a 
stock bonus trust, because distributions from the trust are not made in 
stock of the employer company. Nor is the trust a pension trust 
ivi(liin the mea»i»g of section 401(a) of the Code because of the man- 
datory provision for a lump-sum distribution to each participant 
which precludes consideration of the plan as one priinari]y to pro- 
vide for payments over a period of years, usually for life, after re- 
tirement of the employee. 

It, is accordingly held that an employees' trust such as here de- 
scribed fails to meet the requirements of section 401(a) of the Code. 
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Procedures are prescribed for requests with respect tp the quahfica- 
tion of pension, annuity, profit, -sharing and stock bonus plans and 

related trusts. See Rev. Proc. 02-61, page 517. 

26 CFR 1. 401 — 6. Requirements as to covei age. Rev. Rul. 62 — 152 

Guides for determining whether disability benefits in a pension 
or annuity plan are integrated with disability benefits provided by 
the Social Security Act. 

The Internal Revenue Service has formulated the following guides 
for determining whether disability benefits under an employees' pen- 
sion or annuity plan, intended to qualify under section 401(a) of the 
Internal Revenue Code of 1054, are properly integrated with dis- 

ability benefits under the Social Security Act. 
An employees' pension plan provides for a normal retirement benefit 

integrated with social security benefits in accordance with the guides 
set forth in Mimeograpli 0041, C. B. 1951 — 1, 41, as modified by Revenue 
Ruling 61 — 75, C. B. 1961 — 1, 140. Besides tlie normal retirement bene- 

fit, the plan provides for a, benefit payable upon "total and permanent 
disability. " 

1. General rule. — Such disability benefits will be considered prop- 
erly integrated with disability benefits provided by the Social Secu- 
rity Act if the requirements set forth in paragraphs 2 and 8 below are 
satisfiecl. 

2. Limitation on wnount of disobility benefits. — (a) Except as pro- 
vided in (b) or (c) of tliis paragraph, the amount of the disability 
benefits payable for life or until recovery from disability, if that occurs 
before normal retirement age in an excess plan (see paragraph 4(d) 
of Mimeograph 6641) of either the fixed benefit, or unit credit type, 
may not exceed 60 percent of the maximum normal retirement benefit 
which would be permitted, if the employee's service had continued to 
his normal retirement date, by the rules of paragraphs 5, 6, 7, and 8 
of Mimeograph 6641, as modified by Revenue Ruling 61 — 75 (or para- 
graph 7 of Revenue Ruling 01 — 75, but, wiiliout actuarial reduction by 
reason of disability benefits commencing before age 65). This amount 
should be based upon average compens~ation, determined upon retire- 
ment for disability, no greater than the average permitted by para- 
graph 2 of Revenue Ruling 61 — 75. 

(b) In the case of a fixed benefit plan, if the ratio that the actual 
number of years of service of. the employee upon retirement for dis- 
ability bears to the total number of years of service he would have had 
if he had remained in service until normal retirement date exceeds 
6/10, then such higher ratio may be used instead of the 60 percent 
factor mentioned in the first, sentence of (a) above. 

(c) In the case of a unit benefit plan, if the amount of' the maximum 
uniform unit credits permitted by paragraph 12 (a), (b), or (c) 
(whichever is applicable) of Mimeograph 6641, as modified by Revenue 
Ruling 61 — 75, which have accrued to the time of the einployee's 
i ctirement for disability, without actuarial reduction by reason of com- 
mencement, of disability 1&enefiits before age 05, exceeds the amount de- 
termined in ( a) above, then such larger aniount may be used. 
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(d) In the case of plans with stepped-up benefit, rates, the above 
limits are to be applied in a manner consistent, ivith tlie method set 
forth in paragraph 16 of lfinicogr;&]ih 6641. 

(e) In the case of a, pension plan of the ofFset type referred to in 
paragraph 15 of Mimeograpli 6641, benefits payable to a disabled 
employee before age 65 will be considered properly integrated with 
clisability benefits payable under the Social Security Act if such dis- 
ability benefits are deterinined uniformly in accordance with compen- 
sation or service or both for all covered employees (with no employee 
or no portion of compensation excluded by reason of a minimum com- 
pensation requirement), and if reduced by no more than 64 percent 
of the actual disability benefit received by the employee under the 
Social Security A&t in efFect in 1961. After normal retirement age, 
ivhen old-age benefits under the Social Security Act become payable, 
the ofFset may be that provided in paragraph 8 of Revenue Rulin~&& 

61 — 75. 
(f) Minimum benefits and salary or wage brackets for disability 

benefits may be provided in accordance with the rules of paragraph 
17 of Mimeograph 6641, as modified by paragraph 5 of Re~venue 
Ruling 61 — 75. 

3. Condhtions for p&iyment oj &'ntegrated disabi7ity benefits. — If a 
pension plan is to provide total and permanent disability benefits 
which are integrated with the disability benefits payable under the 
Social Secui ity Act, the plan benefits must. not only be properly limited 
as to amount, as set forth above, , but must; also be payable under eli- 
gibility conditions which are as stringent as those required for pay- 
inent of disability benefits under that Act, . In order to be eligible for 
total and permanent, disability benefits under the Social Security Act, 
an "insured" individual must. have had tkie equivalent of five years 
of covered eniployment, must be, totally and permanently disabled, 
and must have been so disabled for at least six months. Total and 
pernianent disability is defined in the Act as the inability "to engage 
in any substantial gainful activity by reason of a niedically deterini- 
nable physical or mental impairment which can be expected to result in 
cleath or to be of long-continued and indefinite duration. " 

If the eligibility conditions f' or disability retirement in a pension 
phin are as stringent as those under the Social Security Act, an indi- 
vidual receiving disability benelits under the terms of the plan should 
also be entitled to disability benefits under the Act. 

Therefore, the disability benefits under a pension plan will be prop- 
erly integrated with the disability benefits under the Social S& cnrity 
Act if disability benefits are paid under the plan only when tlie em- 
ployee is also entitled to disability benefits under the Social Security 
Act. This requirement does not apply in the case of a pension plan 
of tlie ofFset type, described in paragraph 2(e) above, if the plan pro- 
vides for payment of the full disability benefits (v& ithout ofFset) when 
disability benefits are not payable under the Social Security Act. 

4. Advance determinations. — Some employers are reluctant to tie 
the payment of disability benefits under a plan to adjuclication of dis- 
ability under the Social Security Act. Tliere ivould kie»o objection, 
as far as integration is conceriied, to ii plan's requirenient for dis- 
ability benefits being niore stringent than those in the Social Security 
Act. 
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On the other hand, benefits paid to a disabled employee under an 
excess plan will obviously not be integrated with drsubih'tp benefits 
under the Social Security Act and will probably be discriminatory 
within the meaning of section 401(a) of the Code, if another em- 

ployee, similarly disabled, who is excluded from the plan by a mini- 
mum compensation requirement, is not entitled to disability benefits 
under that Act. Therefore, if a pension plan provides that its "in- 
tegrated" disability benefits will be payable only to employees entitled 
to disability benefits under the Act, and the plan is found to qualify 
in all other respects, a favorable advance determination under sec- 
tion 401(a) will be issued. In the absence of such a provision (except 
as permitted in the last sentence of paragraph 3 above and in para- 
graph 5 below), a favorable advance determination as to qualification 
of the plan will not be issued, since the actual operation of the plan's 
disability benefit provision will determine whether the plan's dis- 
ability benefit is in operation properly integrated with disability 
benefits under the Social Security Act. In any event, the plan will 
be considered discriminatory if the disability benefits paid fail to 
satisfy paragraphs 9 and 8 above or paragraph 5 below. 

5. Integration toit@ normal retr'rement benefits. — If disability bene- 
fits may be paid under eligibility conditions which do not satisfy the 
provisions of paragraph 3 above, such benefits are not integrated with 
the disobil~ty benefits of the Social Security Act and must satisfy the 
integration requirements relating to early retirement benefits (set 
fort~h in paragraphs 9 and 19 of Mimeograph 6641, as modified by 
Revenue Ruling 61 — 75), if they are to be integrated at all under a 
plan qualified under section 401(a) of the Code. For the purpose 
of determining the amount of such "disability" benefits, it will not 
be acceptable to use a disabled life mortality table in the computation 
of equivalent, actuarial values. 

Disability experience depends to a large extent on the definition of 
disability, economic conditions, and the attitude of the employees and 
plan administrators regarding utilization of the disability provision. 
For this reason, particularly in the case of a plan with a liberal 
definition of disability, there is little likelihood that the actual value 
of the "disabled" life annuities provided by the plan, determined on 
the basis of an arbitrarily selected disabled life table, will be close 
to the value of the early retirement benefits determined in accord- 
ance with Mimeograph 6641 and Revenue Ruling 61 — 75. Any such 
plan requiring integration with Social Security benefits would be dis- 
criminatory within the meaning of section 401(a) of the Code if in 
operation the disability benefits involve additional employer costs not 
provided for by the reserves for normal retirement benefits. Whether 
the discrimination will occur, therefore, depends primarily on fac- 
tors, other than the plan provisions themselves, which cannot be eval- 
uated in advance. Accordingly, a, favorable advance determination 
as to the qualification of the plan will not be issued if the plan 
provides disability benefits designed to integrate under the provisions 
relating to early retirement benefits but which uses a disabled life 
mortality table for the purpose of determining the amount of such 
"disability" benefits. 



26 CFR 1. 401 — 4: Discrimination as to 
contributions or benefits. 

Rev. Hul. 62 — 906 

I&:i»ployer contributions under a qualiffed employees' pension plan 
on belialf of certain unco&»pensated enu&b&y& es, who are also officers, 
may not be based on imputed co»ipensation for such ei»ployees with- 
out adversely affecting the status of the plan &miler section 401(a) 
of the Internal Revenue Code of li»4. 

Advice, lias been requested ivhether the qualification of an employees' 
pension plan will be adversely affected by contributions the amounts 
of ivhich are based on compensation imputed to certain uncompensated 
employees. 

A labor union established a mo»ey-purchase retirement plan and 
trust for the benefit of the employees of & ach local ivhich elected to 
participate. The plan requires each parti& ipating loc:il to contribute 
annually to a common trust an amount equal to ten percent of the 
annua, l salary of each of its employees. The plan has been held to 
meet the requirements of section 401(a) of the Intei nal Revenue Code 
of 1054 and the trust is exempt from tax under section 501(a). 

One local with ten employees, consisting of five clerical workers and. 
five business representatives of ivhom tlii ee are also oKcers of the local, 
& lected to participate in the plan as of January 1, 1060. The local pays 
all but two of the business representatives a salary of approximately 
twice the salary it pays the clerical employees. Two of the business 
representatives, ivho are also o%cers of the local, do not receive a salary 
from the local for the performance of services in their respective 
capacities. Therefore, both of the uncompensated employees fall 
ivithin the group with respect to which discrimination is prohibited by 
section 401(a) (4) of the Co&le. 

Since contributions under the pension plan are based on the amount 
of the annual salaries of the employee participants, there is no basis 
on which to determine the amount, of contribution to be made on behalf 
of these two uncompensated business representatives. Therefore, by 
the very terms of the plan, they are both ineligible for participation 
in the local's contribution to the common trust unless they may be 
included by imputing compensation to them. 

Section 1. 401 — 4(a) (2) (iii) of the Income Tax Regulations pro- 
vides, in part, that variations in contributions or benefits may be 
provided so long as the plan, viewed as a whole for the benefit of 
employees in general, with all its attendant circumstances, does not 
discriminate in favor of the employees within the enumerations with 
respect to v hich discrimination is prohibited by section 401(a) (4) 
of the Code. Imputing income in the instant case for the purpose of 
i&1 locating contributions will result in prohibited discrimination. This 
conclusion follows from the application of the tests set forth in 
Revenue Ruling 61 — 157, C. B. 1961 — 9, 67. 

Part 5(k) of that Re~venue Rulino, which discusses section 401(a) 
(5) of the Code, provides that tota~l compensation, basic compensa- 
tion, or regular rate of compensation niay be used provided that 
whatever is used is consistently and unifoinily applicable to all par- 
ticipants. In the instant. &. ircumstances this provision would preclude 
allowing benefits for uncompensated personnel to be based on 
imputed compensation. 
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Furthermore, as indicated in Parts 5 (a) and (g) of Revenue Ruling 
61 — 157 the ratio of benefits to compensation is important in deter- 

mining ivhether the application of the beneiit forinula results in 

discrimination in favor of employees who are ofFicers, shareholders, 

highly compensated, or persons whose principal duties consist in su- 

pervising the work of other employees. Clearly, when examined in 

terms oF this ratio, any benefits fiowing from contributions which 

are based on imputed compeiisation are discriminatory in favor of 
the individuals who are to receive the benefits. 

Accordingly, it is held that since the basis of compensation on 

ivhich benefits ~are computed would not be consistently and uniformly 
applicable to all participants, and since the benefit formula would 
result in the prohibited discrimination, the local may not base con- 
tribui. ions under the pension plan, for the benefit of the uncompensated 
employees, on imputed conipensation without adversely afFecting the 
qualiiied status of the plan under section 401(a) of the Code. 

SECTION 402. — TAXABILITY OF BENEFICIARY 
OF EMPLOYEES' TRUST 

26 CFR 1. 409(a) — 1: Taxability of 
beneficiary under a trust which 
meets the requirements of section 
401(a) . 

An employee's qualified, contributory, profit-sharing trust pro- 
vides that, upon retirement, a participating employee becomes en- 
titled to an amount equal to his share in the trust as of the end of 
the calendar quarter last preceding the date of his retirement, plus a 
pro rata share of the employer's contribution for the year of retire- 
ment. The trustees mal-e a lump-sum distribution of such total 
amount in the year following the year of an employee's retirement. 
Held, the participating employee may treat as a long-term capital 
gain, to the extent exceeding his own contributions, the amount to 
his credit in the trust at the d'. te of separation from the service of 
the employer, plus his share oi' the employer's contribution, if any, 
for the year of retirement attiibutable to services performed prior 
to separation. Any increment, other than his pro rata share of the 
einployer's contribiitions for the year of retirement credited to his 
account subsequent to the date of his termination. of service, is tax- 
able as ordinary income. 

Rev. Rul, 69 — 190 

Advice has been requested whether a distribution of the total 
amount due a participant in a qualified employees' profit-sharing trust, 
in the year following the year of separation from service, will qualify 
1'or treatment as a long-term capital gain when the amount includes 
the employee-participant's pro rata share of the employer's contribu- 
tion for the year of. separation. 

An employer established a contributory profit-sharing plan for the 
benefit of his employees. The plan meets the requirements of section 
401(a) of the Internal Revenue Code of 1954 and the trust forming a 
part thereof is exempt from income tax under section 501(a, ) of the 
Code. 

Under tile terms of the plan, upon retirement, a participating em- 
ployee becomes entitled to an amount equal to his share in the trust as 
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of the end of the calendar quarter last preceding the date of his re- 
tirement, plus any amounts he contributed since that time, together 
with a pro rata share of the employer's coiitribution for the year of 
retirement. 

A governing committee which administers tlie plan may determine 
whether payment to the employee is to be made in a lump sum or by 
inst, ailments and the time at, which the payments are to be made. 
Generally, the committee has beeii authorizing distributions in a lump 
sum at the time of retirement, with a suppleinental distribution the 
following year with respect to the employee's share of the employer's 
contribution for the year of retirement. 

In the instant case, however, the governing committee, acting within 
its authoritv, delayed pavment, of the total ainount due the employee 
until the yea, r following that of retirement. At that time the lump- 
sum payment included the employee's pro rata, share of the employer's 
contribution for the year of retirement, as well as the amount standing 
to the employee's credit at, the date of retirement. 

Sect, ion 402(a) (1) of the Code provides, in efTect, that the amount 
actually distributed or made available to any distributee by any 
employees' trust, described in section 401(a), which is exempt from 
tax under section 501(a), shall be taxable to him, in the year in which 
so distributed or macle available, under section 72 (relating to an- 
nuities) except that section 72(e) (8) (relating to tlie tax lunitation 
on certain lump sums) shall not apply. 

Section 402(a) (2) of the Code provides in substance that if the 
total distributions payable, under an employees' trust exempt under 
section 501(a), are paid to the distributee within one taxable year 
of the distributee on account of the employee's death or other separa- 
tion from the service, or on account of the employee's death after 
such separation from service, tlie amount of such distribution, to 
the extent exceeding the amount contributed. by the employee, shall be 
considered a gain from the sale or exchange of a capital asset held 
for more than six months. 

Section 402(a) (3) (C) of the Code defines the term "total distribu- 
tions payable" to mean the balance to the credit of an employee which 
becomes payable to a distributee on account of the employee's death 
or other separation from the service, or on account of his death after 
separation from the service. 

Based upon the above facts, it is held that the employee in the in- 
stant case may treat as a long-term capital gain, to the extent exceed- 
ing his own contribution, the amount to his credit in the trust at the 
elate of separation from the service of the employer, plus his pio 
rat;i share of the employer's contributions, if any, for the year of re- 
tirement attributable to services performed prior to separation since 
the total amount thereof was paid in one taxable year of the dis- 
tributee-employee. 

Any increment, other than his pro rata share of the employer's 
contributions for the year of retirement, credited to his account sub- 
sequent to the date of the termination of his service is taxable a, s 
ordinary income in the year of distribution since it is not a part of 
the balance which becomes payable to a distributee on account, of 
separation from service. See Rev. Rul. 60 — 202, C. B. 1060 — 2, 158. 

674924' — 6a 10 
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SECTION 404. — DEDUCTION I'OR ('()XTRIBUTIOXS OI' AN 

EMPLOYER TO AN EMI'LOYEES' 'I'RUST OR ANNUITY 
PI. AN AND COMPENSATION UNDER A DEFERRED- 
PAYMENT PLA 

26 CFR 1. 404(a) — 1: ('o»ti ibuiions of an employer 
to an employees' ti ust or annuity plan and com- 

pensation under a, deferrecl payment p]ail; 
general rule. 

whether contributions are within the ordinary and necessary busi- 

ness expense and reasonable compensation deductions limitations 

imposed by section 162(a) (1) of the Internal Revenue Code. See 
Rev. Rul. 62 — 139, page 123. 

PART II. — MISCELLANEOUS PROVISIONS 

SECTION 421. — EMPLOYEE STOCI& OPTIONS 

26 CFR 1. 421 — 2: Restricted stock option. Rev. Rul. 62 — 155 
(Also Section 544; 1. 544 — 2. ) 

In determining stock owuership for the purposes of section 
421(d) (1) (C) and section 544(a) (1) of tbe Internal Revenue Code 
of 1954, an actuarial method mav be used where stock is beld in 
trust. 

Revenue Ruling 58 — 82o, C. B. 19o8 — 1, 212, revoked. 

In view of. the decision of the United States Court, of Appeals for 
the Fifth Circuit in the case of Pbinney v. 2'uboacope Company, 268 
Fed. (2d) 233 (1959), further consideration has been given to the 
position taken in Reve»ue Ruling 58 — 325, C. B. 1958 — 1, 212. 

That, Revenue Ruling iield, oui the basis of the decision in the case 
of Steuberr, 8ecuritr'e8 Compo&ntion v. Comm~88' oner, 1 T. C. 395 (1943), 
that in determining stock ownership for the purposes of section 
421(d) (1) (C) of the Internal Revenue Code of 1954, an optionee is 
consiclered to own proportionately the present interests of qualifying 
relatives in a trust liolding shares of stock in the corporation by which 
he has been granted the option and is considered not, to own remainder 
or other remote interests of such relatives, xvhether vested or 
coiitiiigeilt, . 

The question presented in the 8teuben case was whether the corpo- 
ra, tion, most of the stock of whicli was held in trust, was a personal 
holding company. 

The predecessor sections in the Revenue Acts of 1937 and 1938 to 
section 503(a) (1) of the Internal Revenue Code of. 1939, all of which 
contain language identical to section 544(a) (1) of tlie 1954 Code, 
provided, f&)r purposes of determining whether the stock ownership 
requirements of the personal holding company provisions were met, 
"Stock owned, directly or indirectly, by or for a " "' * trust shall 
be considered as being owned proportionately by its "' "' "' bene- 
ficiaries. " 

The taxpayer contended that it was not a personal holding company 
because, under those sections, certain remaindermen beneficiaries of 
the trusts were to be considered as owning a portion of its stock held 
by the trusts. In holding that the taxpayer was a personal holding 



conipany, the couit reasoned that, to prevent tax avoidance in tlie 
personal holding company are;i, the woid "beneficiaries" must be re;icl 
to mean those +ho have a direct present interest in the shares and 
income in the taxable year and not those ivhose interest, whether 
vested or contingent, will or may become effective at a later time. 

Subsequent to the publication of Revenue Ruling 58 — 825, the conic, 
was confronted in the Tuboscope case, with the problem of deter- 
mining a method of computing constructive ownership between a 
trust and its beneficiaries for pPirposes of a provision oi the Korean 
War excess profits tax statute. This determination, in turn, depended 
upon interpreting section 503(a) (1) of the 1M9 Code. The court 
held that the benefits sought were not available to the taxpayer. En 
arriving at this conclusion it determined that the stock held in trust 
for a s~ettlor's children, for whom the income was accumulated and 
who were also the remaindermen, was to be considered owned, under 
section 503(a) (1), by the children and, therefore, under another 
provision of section 503(a), by the settlor. The court pointed out 
that otherwise the purpose of the section to treat members of a family 
as a unit could be bypassed through the simple expeclient of an inter 
vivos trust. 

The considerations which led the court, in the Tuboscope case to 
treat the remaindermen of the trusts as beneficiaries for purposes of 
section 508(a) (1) of the 1989 Code are applicable in determining the 
ownership of stock held in trust, for purposes of sections 421(d) (1) (C) 
and 544(a) (1) of the 1954 Code. 

Accordingly, it is held that in determining stock ownership for the 
purposes of section 421(d) (1) (C) and section 544(a) (1) of the Code, 
the shares held by a trust are considered to be owned by its present 
or future beneficiaries in proportion to their actuarial interests. 

The Internal Revenue Service will continue to follow the holding 
in the 8teuben case, but, will not follow that part of the rationale 
which precluded computing ownership interests of beneficiaries of the 
trusts, including remaindermen, on an actuarial basis. See Tuboscope, 
supt'Q, . 

Inasmuch as Revenue Ruling 58 — 325, C. B. 1958 — 1, 212, is contrary 
to this holding, that Revenue Ruling is hereby revoked. 

Rev. Rul. 62 — 181 
An employee stock purchase plan provides for paymeut of an 

employee's stock subscription through deductions from his salary 
and allows the employee to withdraw the ainounts withheld at any 
time before such amounts equal the subscription price. The plan 
also provides that in the event the subscription price exceeds the 
market value of the stock at the date of full payment, the desired 
shares shall be purchased on the open market for the employee and 
any saving realized returned to him. Held, , the provision calling 
for purchase on the open market in the circumstances does not dis- 
qualify stock options which otherwise constitute "restricted stock 
options" within the meaning of section 421 of the Internal Itevenue 
Code of 1954. 

A provision which permits the legal representative of a legally 
incompetent employee to exercise, v ithin three months of termina- 
tion of employment, an option granted the employee is not consid- 
ered, in the circumstances, to be a transfer or exercise of such option 
by one other than the employee within the meaiiing of section 421 
of the Code. 
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Advice has been requested concerning the income tax treatment of 
stock options which would otherwise qualify as "restrict, ed stock op- 
tions, " within the purview of section. 421 of the Internal Revenue Code 
of 1054, where such options are granted under an employees stock 
purchase plan which, in stated circumstances, calls for the purchase of 
the desired shares in the open market and v hich, in the event. of legal 
disability', allows the exercise of the options by the legal representa- 
tive of an employee. 

A corporation. has adopted a stock purchase plan providing for 
the sale of its stock to select, employees. During a specified period, 
the company is to ofFer a limited number of shares to such employees 
at a percentage of market value. The number of shares purchasable 
by each employee is fixed by a formula set forth in the plan, but may 
be reduced depending on the subscriptions received. 

If an employee is desirous of purchasing stock, he must file a stock 
subscription with the company. The elnployee can either pay the 
subscription price in a lump sum or in regular installments deducted 
from his salary and remitted to a local bank to be he]d on deposit 
in the employee's name. In either event, the shares are to be trans- 
ferred to an employee only on the full payment of the purchase price. 

If an employee elects to pay in installments, he has a right of 
complete or partial withdrawal of the deducted sums any time before 
the principal amount equals the subscription price. The exercise 
of this right completely or partially cancels, as the case may be, the 
employee's subscription. In addition, if, on the date that the prin- 
cipal sum equals the subscription price, the ntarket price of the cor- 
poration's stocl. is lower titan the subscription price bya stated 
amount, the subscript, ion is deemed to be ca, ncelled and the desired 
shares a~re to be purclntsed for the employee on. the open market, with 
any saving realized to be returned to the employee. 

In the event, of the termination of his employntent before the prin- 
cipal sum is paid or the market purchase is made, the employee or, 
in the event, of death or legal disability, his legal representative has 
the right either to cancel the subscription and withdraw the amounts 
withheld, or to pay the renraining balance due within three months 
of such termination and have the desired slrares issued. 

In all other material respects, the options granted under the plan 
satisfy the requirements of section 421 of the Code. 

Section 421 of the Code sets forth the tax treatment of "restricted 
stock options" granted by a corporation to its employees, in defining 
"restricted stock options, " section 421(d) (1) provides, in part, a~s 

follows: 
(B) such option by its terms is not transferable by such individual 

otherwise than by vvill or the lairs of descent and distribution, and is 
exercisable, during his lifetime, onlv by him: 

Section 1. 421 — 2(a) (4) of the Income Tax regulations provides that 
an option which is transferable by the indi~vidual to whom it is 
granted, durino his lifetime, or is exercisable during such individual's 
lifetime by another person, is not a restricted stock option. 

Section 1. 421 — 1(e) of the regulations provides that, the term "exer- 
cise" means the. act of uneptance bv the optionee of the ofFer to sell 
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contained in the option. In general, exercise is cleemed to occur 
when there is a sale or a contra~ct of sale in existence. How& ver, an 
agreement to make payments under a stock purchase plan does not 
constitute the exercise of an option so long as the payments made 
remain subject to ~& ithdrawal by the employee. 

In the instant case, incorporation of a provision calling for the 
purchase of shares in the open market, in the circumstances described 
does not disqualify stock options which otherwise constitute "re- 
stricted stock options. " Due to the right. of withdrawal held by par- 
ticipating employees, the stock options would not be exercised until 
the principal sum deducted from an employee's salary equals the 
o6er price, or, in other words, until the date of lapse of an employee's 
right of withdrawal. Under these circumstan&us, an employee could 
completely or partially withdraiv the withheld sum before the date 
of exercise, thus foregoing exercise of the option, and make a market 
purchase himself if he so desires. This provision does not disqualify 
any option granted under the plan. from treatment under section 
421 of the Code. The option plan provision under consideration is 
designed merely to enable the employees to forego the formality of 
withdrawing their funds to make a market purchase, by providing 
that, in such circumstances, it will be done for them. Such a purchase 
of stock on behalf of the employee is not an exercise of his option. 

The provision permitting the exercise of the option by an employee's 
legal representative in the event of legal disability does not, in itself 
permit an exercise of the option by;& person other than the employee 
nor permit a transfer of such option as meant by section 421 of the 
Code. This provision ordinarily would be merely declaratory of ap- 
plicable state law. informally, under the state law the legal repre- 
sentative, a court o[ficer, would take custody of an employee's prop- 
erty interests on declaration of incompetency. However, he would 
do so subject to court supervision and a fiiduciary duty to act in the in- 
competent's best interest. Legal title and all beneficial interest in the 
property rest in the incompetent. See 4 Corpus Juris Secundum 49, 
78 — 112; and 25 American Jurist 60 — 72, 107 — 9. Furthermore, the 
custodial nature of the relationship is recognized for Federal income 
tax purposes. The estate of an incompetent, although administered 
by his legal representative, is not a taxable entity, separate and dis- 
tinct froni the incompetent. See I. T. 3996, C. B. 1950 — 1, 180; Rev. 
Rul. 58 — 267, C. B. 1958 — 1, M7. Therefore, where under applicable state 
law the lega~l representa~tive is a mere custodian of an incompetent's 
property, standing in a fiduciary relationship to the incompetent and 
subject to court supervision, the passage of the right to exercise a, stock 
option to such representative does not constitute a "transfer" of the 
option as meant by the statute and, if exercised by hini, it, is to be 
considered as an exercise by the employee within the nieaning of the 
statute. 

Accordingly, it is held that the market, purcliase provisions do not 
disqualify the stock options under consideration from being "restrict- 
ed stock options" within the meaning of section 421 of the Code. 
Furthermore, the exercise of an option by a legal representative of 
a legally incompetent employee is not considered to be a transfer of the 
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stock option or an exercise of such option by one other than the em- 

ployee within the meaning of section 421 (d) of the Code. 

Rev. Rub 62 — 182 

Under an employee stock option plan, stocl- options granted di- 

rectly to specific employees are expressly nontransferable, either 
voluntarily or by operation of law, except by will or the laws of 
descent and distribution, but are not expressly stai, ed to be exer- 
cisable only by the employee during his lifetime. Held, such options 
constitute stock options exercisable by their terms ouly by such em- 

ployee, within the meaning of section 421(d) (1) (B) of the In- 
ternal Revenue Code of ISS4, and qualify as "restricted stock op- 
tions, " provided the other requirements of section 4&1(d) of the 
Code are met. 

Advice has been requested whether stock options, granted to specific 
employees under an employee stock option plan, which are expressly 
nontransferable, either voluntarily or by operation of law, except by 
will or the laws of descent and distribution, but are not expressly 
stated to be exercisable only by the employee during his lifetime, 
qualify as "restricted stock options" within the meaning of section 
421(d) of the Internal Revenue Code of 1%4. 

A. corporation adopted an. employee stock option plan providing 
for the sale of stock to a limited number of its employees. An option 
committee, consisting of members of the board of directors of the 
corporation, selects the eligible employees and, upon such selection, 
the corporation enters into an option agreement with the employee 
concerned, o(fering its shares for sale to him at a specified price 
which represents a percentage of its fair market value at that date. 

By the terms of the plan and the agreements, the options are not 
assignable or transferable by the grantee-employee, either voluntarily 
or by operation of law& except by xvill or the laws of descent and dis- 
tribution. The grantee-employee is to exercise the option by execu- 
tion of a form notice setting forth the shares desired to be purchased. 
In the event of termination of enIployment, the options automatically 
expire. However& if the termination of employment is clue either to 
the death or menta&l or physical disability of the grantee-employe&, his 
estate, or any committee or other representative authorized to act ori 
his behalf, has the privilege of exercising the option within three 
months of such termination. I«all other material respects, the op- 
tions satisfy the requirements of section 421 of the Code. 

Section 421 of the. Code sets forth the income tax treatment of 
restricted stock opt1ons granted by a col'pol'ation to 1ts cnlployees. 

In defining "restricted s(ock options, " section 421(d) (1) provides, in 
part, as follows: 

(B) s'uch option by its tern&s is not transferable by such individual 
otherwise than by &vill or the laws of descent and distribution, and is 
exercisable, during his lifeti&ne, only by him: " ~ * 

Section 1. 421 — 2(a) (4) of the Income Tax Regulations provides that 
an option which is transferable by the individual to whom it is 
granted, chlring his lifetime, or is exercisable during such individual's 
lifetime by another person, is not a restricted stock option. 
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In Revenue Ruling 62 — 181, page 183, this Bulletin, it is held that 
where, under applicable state law, the legal representative of. a legally 
incompetent employee is a mere custodian of the employee's property, 
standing in a fiduciary relationship to the incompetent and acting 
subject to court supervision, passage to the representative of the 
right to exercise the employee's stock option does not constitute a 
"transfer" of such option within the meaning of section 421 of the 
Code and, if exercised by him, is to be considered as an exercise by the 
employee within the meaning of that, section. 

In the instant case, the options were granted by the corporation di- 
rectly to the employees concerned. Under the plan and the various 
agreements, the employee alone possesses the right to purchase the 
corporation's stock and then only upon execution by him of a stock 
purchase form. Furthermore, these rights are expressly not trans- 
ferable, either voluntarily or by operation of. law. Therefore, any 
attempted exercise by any other person or an attempt to extend the 
privilege of exercise to any other person would be in violation of the 
agreement and would constitute an "assignment or transfer" pro- 
hibited by the terms of the options. 

Since the options in question are granted directly to the employee, 
ranting him alone the right to purchase, and since they are not trans- 
erable either voluntarily or by operation of law except by will or 

the laws of descent or distribution, they are, within the meaning of 
section 421(d) (1) (B) of the Code, by their terms exercisable only 
by such employee. The legal effect of the option provisions is to 
restrict the exercise of the option to the employee. Under these cir- 
cumstances, it, is held that the options constitute "restricted stock 
options" within the purview of section 421(d) of the Code. 

SUBCHAPTER E. — ACCOUNTING PERIODS AND METHODS OF 
ACCOUNTING 

PART I. — ACCOUNTING PERIODS 

SECTION 442. — CIIANGE OF ANNUAL ACCOUNTING 
PERIOD 

26 CFR 1. 442 — 1: Change of annual accounting 
period. 

TITLE 96 INTERNAL REVENLE. — CHAPTER I, SUBCIIAPTER A, PART 1. — INCOPIE 
TAX; TAXABLE YEARS BLcGINNING AFTER DECEMBER 61, 1956 
Amendment of Income Tax Regulations under section 442 of the 

Internal Revenue Code of 10&, relating to change of annual account- 
ing period. 

DIIPARTMENT OF THE TRI'. ASI;RY, 
Orrf cE oF C03f'MlssIGNER oF INTERNAL REvE~NUE. 

&Va8hinclton 8$, D. C. 
To Officers ance lt nl ployeeF of the intel nol Piellenne ~('e» ice one[ Othe~& 

Con cen&, eel 
On July 18, 1062, notice of proposed rulemaking with respect to the 

amenclment of the Income Tax Regulations (26 ~CFR Part, 1) uucler 

i 27 F, R. 1009S 
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section 442 of the Internal Revenue Code of 1954 (relating to change 
ol annual accounting period) to facilitate the processing of requests 
for change of aniiual accounting period was published in the Federal 
Register (27 F. R. 6786). After coiisideration of all such relevant 
matter as was presented by interested persons regarding the rules 
proposed, the amendment of paragraph (b) (1) of II 1. 442 — 1 which 
reads as follows is hereby adopted. 

&j 1. 442 — 1 CIIANGE oF ANNUAL AccoUNTING PEBion. 
'k 

(b) Prior approval of the Co»»»issio»c&. — (1) Iu genera/. — In order to secure 
prior approval of a change of a taxpayer's annual accounting period, the tax- 
payer niust file an application ou Forin 1128 with the Commissioner of Internal 
Revenue, Avashington 25, D. C. , on or before the last day of the calendar month 
folloiving the close of the short period for ivhich a return is required to effect the 
change of accounting period. Approval will not be granted unless the taxpayer 
and the Commissioner agree to the terms, conditions, and adjustnients under 
ivhich the change will be effected. In general, a change of annual accounting 
period will be approved ivhere the taxpayer establishes a substautial business 
purpose for niaking the chauge. In determining v;hether a taxpayer has es- 
tablished a substantial business purpose for making the change, consideration 
&vill be given to all the facts and circunistances relating to the change, including 
the tax consequences resulting therefroni. Among the nontax factors that will 
be considered in rleteruiining ivhether a substantial business purpose has been 
established is the effect of the change on the taxpayer's annual cycle of business 
activity. The agreement between the taxpayer and the Commissioner under 
which the change will be effected shall, in appropriate cases, provide tern&s, 
conditions, and adjustuients necessary to prevent a substantial distortion of 
iucome which otherwise w»uld result from the change. The followiug are ex- 
amples of effects of the change ivhich would substantially distort income: (i) 
defeir;&1 of a substantial portiou of the taxi&aver's iucouie, or shifting of a sub- 
stantial portion of deductious, froiu one year to anoiher so as to substantially 
reduce the taxpayer's tax liabilitv; (ii) causiug a similar deferral or shifting in 
the case of any other person, such as &i partner, a beneficiary, or a shareholder 
in an electing small busiuess corporation as defined in section 1871(b); or (iii) 
creating a short period iu which there is either (a) a substantial net operating 
loss, or ((&) in the case of an electing small business &orporation, a substantial 
portion of aniounts treaterl as long-terui capital g'aiu. Leven though a substantial 
business purpose is not established, the Comuiissiouer iu appropriate cases may 
peruiit &i husband or ivife to change his or her taxable year in order to secure the 
benefits of section 2 (relating to tax iu the case of a joint return). See para- 
graph (e) of this section for special rule for nev&ly uiarried couples. 

(This Tieasury Decision is issued under the authority contained 
in section 780, "& of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 I]. S. C. 7805). ) 

MORTI2II ER M. C. I PLIN 
C on&missioner of Interna/1&, evenue 

Approved October 10, 1962. 
STANLEY S. SURREY& 

Assistant 8eeretary of the Treasury. 
(Filed by the Division of the Federal Register on October 12, 1062, 8:40 a. ui. , 

and published in the issue of the Federal Register for October 18, 1062, 27 I'. R. 10008) 
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PART H. — METHODS OF ACCOUNTING 

Subpart B. — Taxable Year for Which Items of Gross Income Included 

SECTION 451. — GENERAL RULE FOR TAXABLE YEAR 
OF INCLUSION 

26 CFR 1. 451 — 1: General rule for taxable year Rev. Rul. 02 — 128 
of inclusion. 

(Also Section 351; 1. 851 — 1. ) 
A taxpayer, engaged in a business as a sole proprietor, transferred 

all of the assets of his business, subject to its liabilities, to a corpo- 
ration controlled by thc transferor in a nontaxable exchange under 
the provisions of section 051 of the Internal Revenue Code of 1054. 
Prior to the transfer, the business had, on its boolss of account, a 
reserve for bad debts which had been accumulated by additions for 
Ivhich the taxpayer had derived full tax benefits in prior taxable 
years. IIeld, under these circunIstances the reserve for bad debts is 
not transferable to any other entity. Accordingly, the reserve for 
bad debts represents ordinary income to the taxpayer for the taxable 
year during which the transfer of the accounts receivable was made 
since, durilig such time, his need for the reserve ceased. See Ceyer, 
Cornell tf; sVe icell, Inc. v. Commisst'onei, 0 T. C. 00, acquiescence, C. B. 
1046 — 1, 2; Rev. Rul. 57 — 482, C. B. 1957 — 2, 40; ancl C. Standlee 3Iartin, 
Inc. v. Eiddell, 56 — 2, U. S. T. C. 0080, 51 A. F. T. R. 1876. Under 
similar circumstalnces, a partnership must liker~ ise include such reserr e 
for bad debts in its final return as ordinary income. However, to the 
extent that the additions to the reserve for bad debts in prior years 
may not have resulted in tax benefits, they need not be included in 
the transferor's gross income. See. U. ff: E. Corporation v. Commis- 
si oner, 7 T. C. 1276, acquiescence, C. B. 1047 — 1, 3. 

Excess of the present value of annuity payn1ents, to be paid by an 
organization other than a commercial insurance company under a 
contract, received by the transferor in exchange for property, over 
the transferor's basis in the property exchanged. bee Rev. Rul. 
62 — 130, page 12. 

Rev. Rul. 62 — 160 

In the case of a taxpayer rvhose books are kept on the accrual 
method, interest on a refund or credit of tax must be accrued as in- 
come as of the date the right to receire the refund or credit is deter- 
mined. This date is ordinarily that on which the District Director 
of Internal Revenue, the Director of the Regional Service Center, or 
an authorized certifying ofiicer designated by either of them, first 
certifies the allowance of an overassessruent in respect of the tax, 
An exception to this rule applies in a case where a refund is made 
after settlement and administratire closing of the case as mutuallv 
agreecl upon by the taxpayer and the Internal Rerenue Service. In 
such a case the date the agreement is executed by both parties, or 
the elfectire date of the agreenrent, whichever is later, is the date 
for accrual of interest on the overpaynrent as income. Further ex- 
ceptions oc& ur when a case is in litigation. 

I. T. "Slo, C. B. IV-", 4g (Iso~), modifiecl. 
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The Internal Revenue Service has re-examined the position taken 
in I. T. 2210, C. B. IV — 2, 48 (1925), as to the year in which interest 
on a refund of iax constitutes taxab]e income to an accrual-method 
taxpayer. 

In I. T. 2210, it is held that the interest on refunds of tax paid to 
a taxpayer whose books are kept, on the cash receipts and disbursements 
method is taxable income to the ta, xpayer in the year in which received. 
In the case of the taxpayer whose books are kept on the accrual method, 
the receipt of the certificate of overassessnieiit afFords a basis for the 
accrual of such interest. 

Section 1. 451 — 1 (a) of the Income Tax Regulations provides, in part, 
that under an accrual method of accounting, income is includible in 
gross income when all the events have occurred which fix the right to 
receive such income and the amount, thereof can be determined with 
reasonable accuracy. Consequently, where the accrual method is used, 
the right to receive and not the actual receipt determines the year of 
inclusion of. the amount in gross income. See 8prin&t City Foundry 
Co. v. Comnu88ioner, 292 U. S. 182, Ct. D. 829, C. B. XIII — 1, 281 
(1M4) . 

In Hou8ehold Productg, Inc. v. Commi8si oner, 24 B. T. A. 594, non- 
acquiescence, C. B. XI — 1, 9 (19M), the Board of Tax Appeals con- 
cluded that, prior to the allowance of a tax refund there was no liability 
for interest running from the Government to a taxpayer. It accord- 
ingly held that the interest should be accrued at the time the refund 
was allowed, which time was found to be when the Commissioner of 
Internal Revenue first signed the schedule of overassessments. The 
same conclusion was reached in Pacifc Coast Bi~cvit Company v. Corn- 
mi8~ioner, M B. T. A. 89. Also, compare if 

meri 

ca A nb, a Corporation 
v. Commi s, ~ioner, 80 T. C. 684, acquiescence, C. B. 1959 — 2, 8. 

Upon reconsideration, the Service has decided to withdraw its non- 
acquiescence in IXouseho0 P&o&i!«&t. &, Inc. , to acquiesce therein and to 
acquiesce in issue 4 of Paci~c Coo'st Biscuit Company. See page 5 
this Bulletin. 

Accordingly, it is held that an accrual-method taxpayer should 
accrue interest on a refund or credit of tax upon the date of allowance 
of the refund or credit. 

Section 6407 of the Internal Revenue Code of 1954 provides that 
the date on v hich the Secretary of the Treasury or his delegate first 
authorizes the sclieduling of an overassessment in respect of any in- 
ternal revenue lax shall be considered as the date of allowance of 
refund or credit, in respect of such tax. 

Section 801. 6407 — 1 of the Regulations on Procedure and Adminis- 
tration provides further that the date on ivhich the District Director, 
the Director of the Regional Service Center, or an authorized certify- 
ing olricer designated by either of them, certifies the allo~ance of an 
overassessment in respect, of any internal revenue tax shall be con- 
sidered as the date of allowance of refund or credit in respect of such 
tax. 
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Hence, iu fhi cas, of a i axpayer who keeps his books on the accrual 
method, intei est o» a refund or credit must be accrued when the refund 
or credit is allowed, iiaiuely, on the date on which the District Director, 
the Director of till Regional Service Center, or an authorized certify- 
ing oificer designated by either of them, first certifies the allowance 
of~an overassessment, in respect of the tax. 

Exceptions to this general rule ivill apply in those cases in which 
a right to receive a refund or credit is in fact duly established other- 
wise than by the certification of the overassessment. For example, 
in a case where a refund is made after settlement and achninistrative 
closing of the case as mutually agreed upon by the taxpayer anil i he 
Service, the date the agreement is duly executed by both parties, or 
the efFective date of the agreement, whichever is the later, is the date 
for accrual of interest on tlie overpayment. as income. 

Additional exceptions to the general rule for accrual state&1 herein 
will apply in cases involving litigation. In such a case the date the 
court's decision, pursuant to which a refund is made, becomes final is 
the date for accrual. Where a suit for refund brought by the tax- 
payer is settled by the Department of Justice and a refund is made on 
acceptance of an otFer of the taxpaye', the date of the letter from 
tliat Department advising the taxpayer of unconditional acceptance 
of the otfer is the accrual date. In a case tried before the Tax Court; 
of the United States, where the decision is entered and a refund is 
made pursuant to stipulation by the parties, the date for accrual is 
the date the decision is entered. 

Under section 6611 of the Code interest on a refund runs to a date 
preceding the date cf the refund check by not more than i, hirty days. 
Irt certain cases interest, may, therefore, run on the overpayment to a 
date beyond tlie date on which the right to receive a refund and inter- 
est on the amount thereof. Was established. In such a case apportion- 
inent of interest, income for accrual purposes may be applicable based 
on the facts of the particular case. See Pacify Pocus' Risc', f't Com- 
pany, supe u. 

The rule set forth in I. T. 2210, as to accrual-method taxpayers, is 
modified in accordance with the foregoing. The rule stated in I. T. 
2210 will continue to be followed in the cases of taxpayers who main- 
tain their books on the cash receipts and disbursements method. 

Subpart C. — Taxable Year for Which Deductions Taken 

SECTION 461. — GENERAL RULE FOR TAXABLE YEAR 
OF DEDUCTION 

26 CFR 1. 461 — 1: General rule for taxable 
year of deduction. 

Accrual date of Oklahoma real estate and personal property taxes. 
See Rei. Rul. 6" — 107, page 68. 
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SUBCHAPTER F. — EXEMPT ORGANIZATIONS 

PART I. — GENERAL RULE 

SECTION 501. — EXEMPTION FROM TAX ON CORPORA- 
TIONS, CERTAIN TRUSTS, ETC. 

26 CFR 1. 501(a)-1: Exemption from taxation. 

Procedures are prescribed for organizations requesting exemption 
from Federal income tax. See Rev. Proc. 6o~80, page 512. 

Rev. Rul. 62 — 167 26 CFR 1. 501(c) (4) — 1: Civic organizations 
and local associa. t. ions of employees. 

A nonprofit organizatiou formed for the purpose of providing 
television reception for the community as a whole by the process 
of retransinitting television signals iu an area not adaptable to 
ordinary reception is entitled to exeini&tion from Federal income tax 
under section 501(c) (4) of the Internal Revenue Code of 1954 as 
an organization operated exclusively for the promotion of social 
v;elfare. 

Revenue Ruling 54 — 894, C. B. 1954 — 2, 181, and Revenue Ruling 
55 — 716, C. B. 1955-2, 268, distinguished. 

Advice has been requested whether, under the circumstances de- 

scribed herein, an organization which provides television reception 
in an area, not a~daptab]e to ordinary reception is entitled to exemption 
from Federal income tax as an organization described in section 501 
(c) (4) of the Internal Revenue Code of 1954. 

The organization in question was incorporated under state law, 
without c~apital stock, as a nonprofit corporation. Its purposes are 
to construct and maintain a trans]ator, or re]lector-type television sta- 
tion, capable of receiving signals of television stations and reproduc- 
ing such signals so that satisfactory television reception may be 
available to the community in general. 

Membership is available to all persons in the area. The income of 
the association is derived from membership fees and donations. Its 
disbursements are made for the maintenance and operation of the 
television relay station. 

The reflector-type equipment operated by the station receives signals 
from three television s(ations and retransmits these signals into the 
community. This activity is distinguishable from that of a commu- 
nity-antenna-type system which operates upon a closed circuit, in 
which impulses are transmitted by cable. Users of a community 
antenna system;ire required to tap into a cable to receive the trans- 
mitted impulses. On the other hand, the signals retransmitted by the 
reflector-type apparatus are available to any television receiver in the 
comliiilility. 

Section 501(c) (4) of the Code provides, in part, for the exemption 
of civic leagues or organizations not organized for profit but operated 
exclusively for the promotion of social welfare. 

An organization is operated exclusively for the promotion of social 
we]fare if it is primarily engaged in promoting in some way the com- 
mon good and general welfare of the people of the community. See 
section 1. 501(c) (4) — 1 of the Income Tax Regulations. 



148 [$ 503. 

In Revenue Ruling 54 — 394, C. B. 1954 — 2, 131, it is held that an or- 
ganization would be denied exemption as a civic league if its only 
activity was to provide television reception on a cooperative basis to its 
members who paid for such services. Such an organization is held 
to be operating for the benefit of its members. 

Revenue Ruling 55 — 716, C. B. 1955 — 2, 263, holds that an organiza- 
tion which furnishes television antenna service to its members in their 
homes, upon payment of a stipulated membership fee and a monthly 
charge for maintenance of the antenna, is not entitled to exemption 
from Federal income tax under section 501(c) (7) of the Code as a 
club organized exclusively for pleasure, recreation, and other non- 
profitable purposes. The basis for denial in that ruling is that such 
an organization does not possess the elements of personal contact and 
fellowship ivhich are characteristic of a, club. 

The circumstances in this case are distinguishable from those stated 
in Revenue Ruling 54 — 394 and Revenue Ruling 55 — 716. In both of 
those Revenue Rulings, the facts make it apparent that the television 
services are available only to members of the organization under con- 
sideration and then only pursuant to a contract requiring the payment 
of membership fees and monthly maintenance charges. 

The instant organization operates its system for the benefit of all 
television owners in the community. It retransmits television signals 
for the benefit of the entire community. Memberships and. contribu- 
tions are obtained by the organization on a voluntary basis. 

Therefore, the organization is held to be entitled to exemption from 
Federal income tax as an organization of the type described in section 
501(c) (4) of the Code. 

An organization which considers itself within the scope of this Rev- 
enue Ruling must, in order to establish exemption under section 
501(c) (4) of the Code, file an application on Form 1024 Exemption 
Application, with the District Director of Internal Revenue for the 
Internal Revenue District in which is located the principal place of 
business or principal ofhce of the organization. See section 1. 501(a) — 1 
of the regulations. 

SECTION 508. — REQUIREMENTS FOR EXEMPTIOX 
26 CFR 1. 503 (c) — 1: Prohibited transactions. 
(Also Section 401; 1. 401 — 1. ) 

Rev. Rul. 62 — 188 

An employees' trust, exempt from Federal income tax under sec- 
tion 501(a) of the Internal Revenue Code of 1954, maintains a sav- 
ings account with the employer-grantor, a state bank. Held, the 
placing of funds by the exempt employees' trusi, in a savings 
account with the employer-grantor bank is a deposit and, as such 
is not a loan within the meaning of section 503(c) (1) of the Code. 
Therefore, the trust is not engaging in a prohibited transaction 
within the meaning of section 503(c) of the Code and the exempt 
status of the trust is not affected thereby. Held further, the above 
conclusion is applicable to national banks, state banks, savings and 
loan associations, or builcling and loan associations properly char- 
tered aud subjected to the usual Federal or state regulatory re- 
quirernents, whose deposits are covered by insurance issued by the 
federal Deposit Insurance Corporation or the Federal Savings and 
Loan Insurance Corporation, or their state equivalent. 
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Advice has been requested ivhether a qualified employees' profit- 
sharing trust, established by a state bank, will be engaging in a pro- 
hibitec] transaction, within the meaning of section 503(c) of the 
Internal Revenue Cocle of 1%4, by depositing trust funds in a savings 
account with the employer-grantor. 

A state bank established a profit-sharing trust for the benefit of its 
employees. The trust meets the requirements of section 401(a) of 
the Code ancl is held to be exempt from Federal income tax under sec- 
tion 501(a). Funds of the trust have been placed on deposit in a 
savings account with the employer-grantor bank in an amount in 
excess of the amount, for which insurance is provided by the Federal 
Deposit Insurance Corporation. The bank pays a reasonable rate of 
interest on savings accounts. While withdrawals may generally be 
made at any time without prior notice, the bank reserves the right to 
require 80 days' notice. 

Under the provisions of section 503 (a) (1) of the Code, an organiza- 
tion described in section 401(a) is not exempt from taxation under 
section 501(a, ) if it, has engaged in a prohibited transaction after 
March 1, 1954. Section 508(c) of the Code provides, in part, that 
where an exempt trust lends any part of its incoine or corpus to the 
creator of such trust without the receipt, of adequate security and a 
reasonable rate of interest, or where it, engages in any other transac- 
tion which results in a substantial diversion of its income or corpus 
to the creator, the trust, shall be considered as engaging in a 
prohibited transaction. 

When the "prohibited transaction" provisions of the Internal Rev- 
enue Code were first considered by the Congress of the United States, 
it was stated by the Senate Finance Committee, in dealing with section 
831 of the Revenue Act, of 1950, that there is no objection to engaging 
in transactions with donors if these transactions are carried out at 
arm's length. It was also stated that the only type of loan that wou]d 
not be at arm's length is one in which the organization lends any part 
of its income or corpus without adequate security or at an unreason- 
able rate of interest, to donors, etc. Section 831 of the Revenue Act 
of 1MO added section 3818(b) (1) to the 1939 Code which was the 
predecessor of section 508(c) (1) of the 1954 Code. See Senate Report 
No. 9375, 81st Cong. , C. B. 1MO — o, 488, at 510 and 569. Thus, the 
situation presented by the facts in the instant case is not, one of the 
type intended to be covered by the legislation enacted in 1MO. 

Having determined ]hat the instant situation does not violate the 
spirit of the statute, the qiiestion arises whether this type of "loan" is 
actually a loan ivithin the meaning of the statute. Generally speak- 
ing, the judicial view tends to support treating a deposit as not being 
a loan to the financial instit, ution, whether t]7e deposit be a savings 
deposit bearing interest and requiring 80 to 60 days' notice for with- 
drawal or some other forni of deposit, such as a checking account 
requiring no withdrawal notice. Although it is well established that 
such a transaction does create a debtor-creditor relationship (8chu- 
macher v. I~'astern Bank ck Trnet Company, 59 Fed. (2d) 925 (1931) ), 
this fact alone is not deterniinative that a deposit in a savings account 
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is a loan. However, a time deposit, that is, a deposit, macle for a 
fixed period of time is considered to be a loa». Thus, a deposit of 
this kind is distinguishable from deposit, s in ordinary checking and 
savings accounts of the type described above and for the purposes of 
section 503(c) (1) the Service would treat such a deposit as being 
a loan. 

The concept of what constitutes a deposit and the basic 
distinction between a deposit, and a loan can be found in the decision 
of the Supreme Court, of the United States in Text iC Pacifc I'cil- 
vcuy Company v. Potforff', 201 U. S. 245 (1033), and, among others, 
in the decision of the Circuit Court of Appeals for the Fourth Cir- 
cuit in the Eastern Bank &f. Trust Cornpa~y case. The courts there 
stated that the modern deposit grew out of the older form of deposit, 
in which the fund was held separate and intact and the sole purpose 
of the deposit was safekeeping. Safekeeping is still a very important 
function of deposit banking and, from the viewpoint of most de- 
positors, the chief one. A loan is primarily for thc benefi of the bank 
while a deposit is primarily for the benefit of the depositor. 

In the instant case, the deposit is made primarily for the benefit of 
the depositor, that is, safekeeping of the funds and the return of inter- 
est, thereon. It may or may not be for the bank's benefit depending 
on whether the deposited funds could, at the time, be pla, ced in loans 
or suitable investments yielding a sufhcient return to the bank. Even 
if the bank can so place the funds and is benefited thereby, the basic 
motive of the depositor is the overriding factor in denominating the 
transaction as a deposit rather than as a loan. 

In view of the above, it is held, in the instant case, that the placing 
of funds by the exempt employees' trust in a savings account with 
the employer-grantor bank is a deposit and, as such, it does not repre- 
sent a loan within the meaning of section 503(c) (1) of the Code. 
Therefore, the trust is not engaging in a prohibited transaction within 
the meaning of section 503 (c) of the Code. 

The above conclusion is applicable to national banks, state banks, 
savings and loan associations, or building and loan associations, prop- 
erly chartered and subjected to the usual Federal or state regulatory 
requirements, whose deposits are covered by insurance issued by the 
Federal Deposit Insurance Corporation or the Federal Savings and 
Loan Insurance Corporation, or their state equivalents. This is true 
even though the amount on deposit is in excess of the amount for 
which insurance is provided. 

The provisions of Part 2(r) of Revenue Ruling Ol — 157, C. B. 1061— 
2, 67, govern the manner in which the savings account is to be con- 
ducted in order to be consistent with the exemption requirements 
under section 401(a) of the Code. It is there pointed out that the 
primary purpose of benefiting employees or their beneficiaries must 
be maintained with respect to the investment of trust funds as well 
as in other activities of the trust. 

See Revenue Ruling 50 — 20, C. B. 1050 — 1, 123, with respect to the 
deposit of. funds of an exempt, employees' tiust in a checl. -ing account 
with the employer-grantor bank. 
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PART II. — TAXATION OF BUSINESS INCOME OF CERTAIN EXEMPT ORGANIZATIONS 

SL&'CTIOX 511. — IMPOSITION OI&' TAX OX UNRELATED 
Bl SINLTSS INCOME OF CHARITABLE) ETC. , ORCvAXI- 
Z ACTIONS 

Rev. Rul. 62-191 26 CFR 1. 511 — 9: Organizations subject to tax. 

A labor organization, other&vise exempt from Federal income tax 
umler sectiou 501(c) (5) of the Internal Revenue Code of IM4, is 
subject to the unrelated business income tax imposed by section 511 
of the Code ivith respect to income derived from the performance of 
accountiug and t ix servi&. es for certain of its iuembers. 

Advice has been requested ivhether an exempt labor organization is 
subject to the tax, imposed by section 511 of the Internal Revenue 
Code of 1M4 on unrelated business taxable income, xvith respect to 
income derived from the performance of accounting and tax services 
for cert, ;iin of its members. 

The instant organization is a local chapter of n labor union and is 
exempt. from Federal income taxation under section 501(a) of the 
Code as an orgnnization described in section 501(c) (5) of the Code. 
Certain members of (, he local are engaged in activities of an itinerant 
nature;md are considered employers for Federal enlployment tax 
purposes. The employees of such members are also members of the 
loc;il. 

Due to the conditions uncler ~vhich such individuals perform their 
services, the employer members find it impracticable to maintnin sepa- 
rate otlices solely for the purpose of keeping employment records and 
lililig the necessary tax returns. Accordillgly, they have made ar- 
rangements with the local to hnndle all of their accounting and tax 
xvolk. The local is paid an agreed percentage of the Tveelcly re- 
numeration of the members invol~ved which it credits to a "Tax fund. " 
The locnl then pays all unennployment nnd social security taxes, in- 
dustrial insurance premiums for such members, nnd its incurred op- 
erating expenses from such fun&1. After paying these items, the 
amount remnining in the fund is transferred annually to the general 
opernting funds of the lor:il. 

The labor and other organizations contemplated by section 501(c) 
(5) of the Code h;ive iis their objects the betterment of conditions of 
those. enonged in such pursuits, the improvement of the grade of their 
products, and the development of a, higher degree of efiiciency in their 
respective. occupn, tions. 

Section 511 of the Cocle imposes a tax on the unrelated business tax- 
nble income, ns coniputed under section 512 of the Code, of organiza- 
tions other~vise exempt from tnx under section 501(c) (5) of the Code. 
The term "unrelated business taxable income" as defined in section 519 
of the Code means, arith certain exceptions, additions, and limitations, 
the gloss income clerived by any subject organization from any un- 
related trade or business regularly carried on by it, less allo~able 
deductions directly connected ivith the carrying on of such trade or 
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business. Section 513 of the Code defines the term "unrelated trade 
or business, " in the case of any organization subject to the tax imposed 
by section 511 of the Code, as any trade or business the co»duI t of 
Ivhich is not substantially relatecl (aside from the need of such or- 
ganization for income or funds or the use it makes of the profits 
derive&i) to the exercise or performance by such organization of its 
exempt f unctions. 

The providing of an accounting and tax service is a business of. a 
kind regularly carried on for profit. The performance of such serv- 
ices is not substantially related to the purposes forming the basis for 
exemption of the instant organization. 

AccoIdingly, it is held that the accounting and tax services per- 
formed by the instant organization for certain of its members con- 
stitute the conduct of an unrelated trade or business within the mean- 
ing of section 513 of the Code, and the organization is subject to the 
tax imposed by section 511 of the Code on unrelated business taxable 
income with respect to the income derived from such activity. 

PART II\. — FARMERS' COOPERATIVES 

SECTION 521. — EXEMPTION OF FARMERS' COOPERA- 
TIVES FROM TAX 

26 CFR 1. 521 — 1: Farmers' cooperative 
nIarketing and p»rclrasing associa- 
tions; requirements for exemption 
under section 521. 

Procedures are prescribed for farmers' cooperatives requesting 
exenIption from Federal income tax. See Rev. Proc. 62 — 30, page 512. 

SUBCHAPTER G. — CORPORATIONS USED TO AVOID INCOME TAX 
ON SHAREHOLDERS 

PART II. — PERSONAI. HOLDING COMPANIES 

SECTION, )44. — RI1LES FOR DETERMIXING STOCK 
O)VXERSHIP 

26 CFR 1. 544 — 2: Co»structive ownership by 
reason of indirect oIvnership. 

Use of an actuarial method in deteIi»i»ing the ownership of stock 
held in trust. See Rev. Rul. 62 — 15, '&, lrage 13~. 

6T49SS' — 66 II 
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SUBCHAPTER J. — ESTATES, TRUSTS, BENEFICIARIES, AND 
DECEDENTS 

PART I. — ESTATES, TRUSTS, AND BENEFICIARIES 

Subpart A. — General Rules for Taxation of Estates and Trusts 

SECTION 641. — IMPOSITION OF TAX 

26 CFR 1. 641(a) — 2: Gross income of Rev. Rul. 62-154 ' 
estates and trusts. 

(Also Section 871; 1. 871 — 2. ) 
Whether the estate of a nonresident alien decedent, which is sub- 

ject to domiciliary administration in a foreign country and ancillary 
administration in the United States, is a resident or nonresident 
alien entity for k'ederal income tax purposes depends upon all of the 
facts involved, including the appointment of an ancillary administra- 
tor who is a citizen or resident of the United States and the extent 
and duration of the activities of such ancillary administrator in the 
United States. 

Revenue Ruling o7 — 245, C. B. 1957 — 1, 288, modified; and Revenue 
Ruling 58 — 282, C. B. 1958 — 1, 201, superseded. 

Advice has been requested whether the Internal Revenue Service 
adheres to the positions taken in Revenue Ruling 57 — 245, C. B. 1957-1, 
286, and Revenue Ruling 58 — 262, C. B. 1958 — 1, 261. 

These Revenue Rulings involve the income taxation of estates of non- 
resident alien decedents which were subject, to domiciliary administra- 
tion in a foreign country and to ancillary administration in the United 
States. The question was asked because I. T. 1885 C. B. II — 2, 164 
(1926), which was referred to in Revenue Ruling 5( — 245 in support 
of the Service position, was modified by Revenue Ruling 60 — 181, C. B. 
1960 — 1, 257, and because the result reached in Revenue Ruling 58- 
2'32 a, ppears inconsistent u ith such modification of I. T. 1885. 

The underlying question presented in Revenue Ruling 57 — 245 is 
whether the estate of a citizen of a foreign country domiciled in a 
foreign country at the date of his death is classified as a nonresident 
alien entity, even though the will of. the decedent was admitted. to 
origilral probate by a court in the United States because over 90 per- 
cent of his property ivas physically located in the United States at 
the date of his death. The ruling holds that ancillary administration 
in the United States of the estate of a nonresident alien decedent 
which is subject to domiciliary administration in a foreign country 
does not change the status of the estate for Federal income tax pur- 
poses from that of a nonresident alien entity; that the original probate 
of the estate in the United States was an ancillary proceeding in the 
technical sense; and that, the estate is a nonresident alien entity. 

Revenue Ruling 57 — 245 makes reference to I. T. 1885 to support its 
holding that the status of an executor as a resident or a nonresident 
alien is not controlling in determining the tax status of an estate as a 
resident, or a nonresident entity. 

In Revenue Ruling 58 — 262 the question is ivhether the estate of a 
nonresident alient domiciled abroad at the time of his death, is taxable 
on capital gains to the extent provided in section 871(a) (2) of the 

' Also released as Technical Information Release No. S95, dated August 2a 
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Internal Revenue Code of 1054, wliere the ancillary and the doniiciliaiy 
representative of such estate wei e present in the United States for niore 
than 00 days during the taxable year in v hich such gains were realized. 
Neither the decedent nor the domiciliary administratrix, who divas also 
a nonresident alien, was engaged in trade or business in the United 
States. The ancilla'ry representative was a citizen and resident of the 
United States appointed by a state court to dispose of stock in United 
States corporations held in the estate. 

The Revenue Ruling holds that appointment of an ancillary admin- 
istrator within the United States for the estate of a nonresident alien 
decedent subject to domiciliary administration in a foreign country 
does not create a new taxable entity which may be treated as a domestic 
estate. Therefore, gains from the sale or exchange of the capital 
assets of such esta'te were held not to be subject to the tax imposed 
by section 871(a) (9) of the Code, irrespective of the presence in the 
United States of the ancillary a'nd the domiciliary representative 
during the year in which such g;iins were real ized. 

The main question in I. T. 1885 is whether a trustee should be classed 
as a resident or nonresident fiduciary under tlie facts of the case. 
The fiduciary, a nonresident alien, was trustee of a trust created under 
the will of a nonresident alien ivho owned property in the foreign 
country and in the United States. The trustee maintained an office 
in the United St;ites for the purpose of. collecting the income from 
property located in the United States and appointed a resident agent 
in the United States whom he visited several times a week. 

This ruling holds that the status of the fiduciary as a citizen or an 
alien, a resident or a nonresident, has nothing to do with the status of 
the trust. In the case of a trust ivhich is treated as a taxable entity, 
the tax is imposed upon the incoine of the trust, , not of the trustee. The 
ruling holds that the status of such a trust depends upon where it was 
created and that the trust under discussion is, therefore, a nonresident 
alien entity because it owes its existence to the laws of a foreign 
jurisdiction. 

Reconsideration was given to this portion of I. T. 1885 in Revenue 
Ruling 60 — 181, because it appeared to be inconsistent with the decision 
in the case of 8. O'. Jones T&"ust v. Comm~svioner, 46 B. T. A. 581 
(1042), affirnied, 1M Fed. (2d) 014 (1043) . 

The Jones case involved trusts created in England by a citizen and 
resident of that country for the benefit of English beneficiaries. The 
trusts had both English trustees and an American trustee, and 00 
percent of the corpora, of the trusts consisted of securities of corpora- 
tions organized and doing business in the United States. During the 
taxable year in question, the trusts maintained an office in the United 
States and the trustee made several sales of securities in this country 
resulting in capital gains. 

The Court of Appeals for the Fourth Circuit rejected the argument 
of the taxpayer's representatives that the status of the taxpayer as a 
resident or nonresident depended solely on where it was created. Rec- 
ognizing the difficulty of determining the residence of a trust in some 
iiistances, the court stated, in part, as follows: 

What is nonresidence on the part of a trust. , within the statutory meaning, 
is a question which in some instances may be difficult of determination; but we 
feel no hesitation in saying that it cannot be predicated of a trust Oo%%uo of 
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whose property consists of stocks and bonds of domestic corporations, held in 

this country in the possession of a trustee wbo is a citizen of the country, 
traded in by that trustee on the exchange of the country, and returning income 

ivhich is collected by such trustee in the country and handlcrl from an oflice 

maintained in the country for that purpose. Xo individual who was present 
aml operating v ithin the country as were these trusts could claim to be a non- 

resident, and no corporation whose affairs were so handled could deny that it 
was present within the country on a permanent basis so as to subject it to 
service of process and other exercise of governmental power. 

Revenue Ruling 60 — 181 involves a testamentary trust created by an 
alien domiciliary under the laws of a foreign country for the benefiit 

of nonresident aliens. During the tax years in question, the trustees 
were citizens and residents of the United States and the trust property 
consisted of securities of United States corporations which were traded 
in on a domestic exchange. Based on the Jome8 decision, the ruling 
liolds that such a trust is a resident alien entity of the United States 
for Federal income tax purposes. It modifies I. T. 1885 "to the extent 
that it holds that the status of the fiduciary has nothing to do with 
the status of the trust and that the status of the trust depends upon 
where it was created. " 

Section 641(a) of the Code does not make a distinction between 
the fiduciary of a trust and the fiduciary of an estate in imposing a 
tax on the income of estates and of. trusts. No distinction is made 
between such fiduciaries in the provisions of section 1. 871 — 2 of the 
Income Tax Reguhitions which includes a nonresident alien fiduciary 
in the term "nonresident alien individual. " It follows, therefore, that 
the criteria drawn from the Jones case and from Revenue Ruling 60— 
181 for determining whether a trust is domestic or foreign, resident 
or nonresident, have equal application to questions concerning alien- 
age and residence of estates. 

In view of the foregoing, it is held that the estate of a nonresident 
alien decedent which is subject to domiciliary administration abroad 
is not tpso facto a nonresident alien estate. In each case consideration 
should be given to all of the fa, cts involved, including the appointment 
of an ancillary administrator who is a citizen or resident of the United 
States and the extent and duration of the activities of such ancillary 
administrator in the United States, in connection with the estate before 
determining whether the estate of a nonresident alien decedent is a 
resident or~nonresident alien entity. 

Presence in the United States means sometliing less tlian residence. 
In the case of an individual, mere physical presence is the test for 
determining whether such individual is present in the United. States 
at any time during the taxable year. It follows that where an ancil- 
lary administrator is appointed in the United States to dispose of 
stock in United States corporations beld by a nonresident alien and 
does dispose of such stock, the estate of such decedent is present in the 
United States within the meaning of section 871(a) (2) of the Code 
during the year in which such gains are realized. 

Rev~enue Ruling 57 — 245 is modified to remove therefrom the im- 
plication that the residence status of the estate of a nonresident alien 
decedent depends solely on the state in which it is subject to domiciliary 
administration and that sucli estate which is subject to domiciliary 
administration in a foreign country is in every case a nonresident 
alien estate. Revenue Riiling 58 — 2M is hereby superseded. 
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Subpart B. — Trusts Which Distribute Current Income Only 

SECTION 651. — DEDUCTION FOR TRUSTS DISTRIBUTING 
CURRENT INCOME ONLY 

o6 CFR 1. 651(2) — 9: Income required to be 
distributed currently. 

(Also Section 6M; 1. 6M(a) — 1. ) 

Rev. Rul. 6o — 147 

1vhere the terms of a trust instrument require that trust income 
is to be distributed currently, suspension of distribution by the 
trustee pending termination of a. legal dispute as to the amounts 
properly distributable does not shift the liability for the tax from 
the beneficiary to the trust. 1yhether trust income is required to be 
distributed currently depends upon the terms of the trust instrument 
and not on any action of the trustee. 

I. T. 1733, C. B. II-2, 109 (1928), revoked. 

Advice has been requested whether income of a trust is considered 
to be distributable currently within the meaning of sections 651 and 
652 of the Internal Revenue Code of 1954 where, despite the fact 
that the terms of the trust require current distribution of income of 
the trust, it is withheld and not distributed by the trustee pending 
termination of litigation respecting the proper distribution to be made. 

A similar question arose unde~i the 1039 Code and prior income 
taxing statutes. In I. T. 1733, C. B. II — 9, 160 (1023), this question 
was considered in a case in which distribution of income was withheld 
by the trustee contrary to the terms of the trust, because of a legal 
dispute between two beneficiaries as to the share of each. In that 
case, the portion withheld by the trustee was regarded as being in 
fact. not distributable currently to either beneficiary. 

On the other hand, in glary Clw A DeBrabant ~. Cotnmis8t'oner, 90 
Fed. (od) 433 (1937), the trustee, pending termination of litigation 
in a local court whether certain dividends received by the trust in 
1930 were allocable to corpus, refrained from making distribution to 
the beneficiary to whom income of the trust was currently dis- 
tributable. The local court, in 1033, held that the dividends were 
wholly distributable income. In a separate action to determine when 
this income was taxable, the Circuit, Court of Appeals for the Second 
Circuit affinned the Board of Tax Appeals decision that the distribu- 
tion macle by the trustee to the beneficiary in 1933 was taxable income 
to the beneficiary for 1930, the year when distributable, whether or 
not it was then distributed. 

In the case of United states v. Francis L. EIi @spittoon ef al. t Trtostees, 
238 Fed. (2d) 439 (1056), tile court, citing with approval the De- 
Brabant decision, held that, the beneficiaries of an inter vivos trust 
which, by its terms, reqiiired net income to be paid semiannually to 
them, were taxable upon nef, income received by the trustee but with- 
held from distribution for approximately four years pending reso- 
lution by state courts of an unsuccessful claim that, the trust, was 
invalid. The court stated that. a decision by the trustees to withhold 
incoine, eien though in good faith, cannot amend the plain terms of 
the trust deed. 

whether the issue arises under flic 1054 Code or uncler prior inconle 
taxiiig statutes, the rule applied in the court decisions mentionecl above 



152 

will be followed by the Internal Revenue Service. Accordingly, it 
is hei&1 that where the terms of a trust instrument require that trust 
income is to be distributed currently, suspension of distribution by 
the trustee pending termination of a legal dispute as to the amounts 
properly distributable does not shift the liability for the tax from 
the benefiiciary to the trust. 

As stated in the Income Tax Regulations under the 1954 Code, 
the determination of wliether trust income (as defined in section 
648(b) of the Code) is required to be distributed currently depends 
upon the terms of the trust instrument and the applicable local law. 
Sec section 1. 651(a) — 2 of the regulations. The fact that the trustee 
does not comply with such terms, therefore, is not decisive of the 
question whether trust income is distributable currently. 

IIowever, extraordinary dividends received by the trust, which the 
fiduciary acting in good faith, after consideration of the terms of the 
governing instrument and applicable provisions of local law, deter- 
mines to be allocable to corpus, would not constitute income required 
to be distributed currently to an income beneficiary. See section 
648(b) of the Code and sections 1. 651(a) — 2, 1. 643(b) — 1, and 1. 648 
(b) — 2 of the regulations. Also, those dividends would be excludable 
in computing distributable net income of the trust. See section 
648(a) (4) of the Code and the regulations thereunder. Compare 
section 1. 665(d) — 1(b) of the regulations for a description of the tax 
consequences when an extraordinary dividend or taxable stock divi- 
dend is later distributed to the income beneficiary. 

I. T. 1783, C. B. II — 2, 169 (1928), which is in confiict with the result 
reached herein, is hereby revoked. 

SECTION 652. — INCLUSION OF AMOUNTS IN GROSS 
IXCOME OF BENEFICIARIES OF TRUSTS DISTRIBUT- 
ING CURRENT IXCOME ONLY 

26 CFR 1. 652(a) — 1: Simple trusts; inclusion of 
amounts in income of beneficia&ries 

Distribution of capital gain attributable to sale of corporate stock 
forming the corpus of an irrevocable inter vivos trust the income from 
tvhich is required to be distributed currently. See Rev. Rul. 62 147& 
paoe 151. 

Subpart E. — Granters and Others Treated as Substantial Owners 

SECTION 671. — TRUST IXCOME, DEDUCTIONS, AND 
CREDITS ATTRIBUTABLE TO GRANTORS AND OTIIERS 
AS SUBSTANTIAL OXVNERS 

26 CFR 1. 671 — 2: Applicable principles. 

Income of savings account in the State of New York where the 
deposit is made of the depositor's own funds and in his own name 
"as trustee" for another person. See Rev. Rul. 62 — 148, page 148. 
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SECTION ()7(&. — POWEPi TO RE% OINK 

96 CFR 1. 676(a) — 1: Poiver to revest title 
to Pol'tlon Of tl'ust property ln gl';tntol ' 

general rule. 
(Also Section 671; 1. 671 — ~. ) 

Rev. Piul. 60 — 148 

;1 depositor ~. ho places his oivn funds in a savings account in 
the State of Xew Yorl. -, iu his oivn name '«s trustee' for anotlier 
person, is deeuied, in the absence of evidence of a differen intention 
ou his part, to have created a revocable trust. The depositor is 
treated as the oivner of the trust under the provisions of section 
676 of the Internal Revenue Code of 10o4 and is required, by sec- 
tion 671 of the Code, to iuclude the income of the trust in his gross 
income. 

Advice has been requested as to the person who is required to re- 
port, for Federal income tax purposes, the income from a savings 
account in a bank or other savings organization in the State of New 
York ~vhen the deposit consists of the depositor's o~vn funds and is 
made in his olvn name "as trustee" for another person. 

The taxpayer in the instant, case deposited his o~vn funds in a 
Net York savings bank in his ovvn name "as trustee" for his minor 
son. There divas no other evidence as to his intention in making the 
deposit. 

Section 676(a) of the Internal Revenue Code of 1954 provides, in 
part, , that the grantor shall be treated as the oivner of any portion 
of a trust ivhere at any time the popover to revest in the grantor title 
to such portion is exercisable by the grantor. 

Section 671 of the Code provides the general rule that in cases vvhere 
the gralltor or another person is regarcled as the oivner of any portion 
of a trust, , there shall be inclucled in computing his taxable incolne 
and credits those items of income, deductions, Mlcl credits against the 
tax of the trust ~vhich are attributable to that portion of the trust to 
the extent that such items ivould be t;lken into account, in computing 
the taxable income or credits agailist the tax of an individual. 

O»e of the essential elenlents of, & trust is an intention on the part 
of the oivner of property to create a, trust. A trust is created only 
if the settler properly nlanifests an intention to create a, trust. Sec- 
tion & "&, Restatelnent of Trusts, Second Edition. 

ilnder Xe~v York law, the absence of evidence of a different inten- 
tion of the depositor, the fact that a deposit is made in a savings bank 
in the name of the depositor "as trustee" for another person is suS- 
cient to shovv only an intention to create a revoc;lble trust. See ln re 
Totten, 179 X. Y. 112, 71 X. E. 748 (190k); also section 58 Restatement, 
of Trusts, Second Edition. Such trusts have been variously referred 
to as Totten trusts, ttuit;itive tlusts, pass book trusts, parol trusts, 
and savings bank trusts. 

The depositor, in such cases, is held to have intended to reserve a 
poiver to ivithdr~alv the ~vhole or a»y part of the deposit at any time 
during his lifetinle or othenvise to revoke the trust. . Thus, tentative 
trusts of savings bank deposits in Neiv York are v;ilid, altholigh 
revocable; and the grantor of such a trust m;iy revest, in hinlself, t itle 
to all or any portion of the trust by nIerely ivithdraiving all or any 
part of the account. 
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Accordinoly it is held that the depositor in the instant case ls ecol" lng 
treated as the owner of the trust under the provisions of section 676 of 
the Code and is required, by section 671 of the Code, to include the 

income of the trust, in his gross income for Federal income tax 
purposes. 

SUBCHAPTER L. — INSURANCE COMPANIES 

PART I. — LIFE INSURANCE COMPANIES 

Subpart A. — Definition; Tax imposed 

SECTION 801. — DEFINITION OF LIFE INSURANCE 
COMPANY 

T. D. 6610 ' 

'The publication of this Treasury Decision in 27 F. R. 8717, dated August 31, 1962 
contains (1) instructions for modifying the notice of proposed rulemaking in 26 F. R. 4102, 
dated Mav 12, 1961, and (2) the full content of the regulations with such modifications. 
As here published, the Treasury Decision reflects the full context of such regulations, with 
modifications. Tlic individual instructions have been omitted. 

26 CFR 1. 801 — 7: Variable annuities. 
(Also Sections 11, 809, 821, 822, 82'3, 1016, 

1201; 1. 11, 1. 809 — 4, 1. 821, 1. 822i 1. 826 — 3, 
1. 1016, 1. 1201. ) 

TITLE 26 — INTERNAL REVLiNULi' — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Amendment of the Income Tax Regulations under sections 801, 
809, 821, 822, 828, 882, 841, 842, 848, 891, 1016, and 1201 of the 
Internal Revenue Code of 1954, relating to insurance companies. 

DEPARTMENT OI' THE TREASURY& 
OFl ICE OF COMMISSIONER OF INTERNAL REVENUEt 

TVasht'ngton 85, D. C. 
2'o Offtcers and Employees of the Internal A'. evenue Servt'ce and Others 

Concerned: 
On May 12, 1961, notice of proposed rulemaking regarding amend- 

ment, of the Income Tax Regulations under sections 821, 822, 823, 
882, and 848 of the Internal Revenue Code of 1954 to conform to the 
Life Insurance Company Tax Act for 1955 (70 Stat. 47, 48) [Public 
Law 429, 84th Congress, C. B. 1956 — 1, 858], and under sections 801, 
809, 841, 842, 891, 1016 and 1201 of the Internal Revenue Code of 
1954 to conform to the Life Insurance Company Income Tax Act of 
1959 (73 Stat. 112, 121, 189, 140), [Public Lavv 86 — 69, C. B. 1959 — 2, 654] 
relating to insurance companies, was published in the Federal Reg- 
ister (26 F. R. 4102). After consideration of all such relevant matter 
as vvas presented by interested persons regarding the rules proposed, 
t. he following regulations are hereby a~dopted. The aniendments 
adopted by this 'I'reasury Decision do not, include the amendment of 
paragraph (c) (2) (ii) of section 1. 822 — 5, relating to deduction of 
investment expenses from gross income, set forth in paragraph 7 of 
the notice of proposed rulemaking. Further consideration is being 
griven to the rules contained therein and revised rules mill be repub- 
lished in a subsequent notice of proposed rule mal. -ing. In addition, 
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tliere is cont, ained herein an amendment, of the Incofne Tax Reguht- 
tions under seel ion 11 of the In(ernal Revenue Code of 1054 to conform 
to the Tax Rate Extension Act of 1062 (76 Stat. 114) [Public I, aw 
87 508& C B 1962 8& 58] 

PARAoltarH 1. Section 1. 801 — 7 is an1ended to read as follows: 
N&1. 801 — 7 VARIABLE ANNUITIEs. — (a) Iii general. — (1) Section 801(g) (1) pro- 

vides that for purposes of part I, subchapter L, chapter 1 of the Code, an armuity 
contract includes a contract which provides for the payment of a variable au- 
nuity computed on the basis of recognized mortality tables and the investinent 
experience of the company issuing such a contract. A variable annuity differs 
froin the ordinary or fixed dollar annuity in tha. t the annuity benefits payable 
under a variable annuity contract vary with the insurance coinpany's investnient 
experience ivith respect to such contracts while the annuity benefits paid under 
a fixed dollar annuity contract are guaranteed irrespective of the company's 
actual investment earnings. 

(2) The reserves held with respect to the annuity contracts described in section 
801(g) (1) and subparagraph (1) of this paragraph shall qualify as life insur- 
ance reserves within the meaning of section 801(b) (1) and paragraph (a) of 
&j 1. 801 — 1 provided such reserves are required by laiv (as defined in paragraph 
(b) of $ 1. 801 — 5) and are set aside to niature or liquidate, either by payment or 
reinsurance, future unaccrued claiins arising froni such contracts involving, at 
the tiine ivith respect to ivhich the reserve is coniputed, life, health, or accident 
contingencies. Accordingly, a conipany issuing variable annuity contracts shall 
qualify as a life insurance company for Federal income tax purposes if it satis- 
fies the requirements of section 801(a) (relating to the definition of a life 
insurance company) and paragraph (b) of &j 1. 801 — 8. 

(b) 8peciair rules for rarial&le a»unities. — (1) Adj»sted reserves rate; as- 
s&c&»cd rate. — The adjusted reserves rate for any taxable year with respect to 
the annuity contracts described in section 801(g) (1) and paragraph (a) (1) of 
this section, and the rate of interest assumed by the taxpayer for any taxable 
year in calculating the reserve on any such contract, shall be a rate equal to the 
current earnings rate determined umler section 801(g) (8) and subl&aragral&h (2) 
of this paragraph. However, any change in the rate of interest assumed l&y the 
taxpaver in calculating the reserve on a variable anni&itv contract for any taxable 
vear which is attributable to an increase or decrease in the current earnings i ate, 
shall not be treated as a change of basis in coniputing reserves for purposes of 
section 800(b) (relating to certain changes in reserves) or section 810(d) (1) 
(relating to adjustment for change in computing reserves) . 

(2) Current earnings rate — (i) The current earnings rate for any taxable 
vear with respect. to the annuity contracts described in section 801(g) (1) and 
para raph (a) (1) of this section shall be the current earnings rate deteriiiined 
under section 805(b) (2) and paragraph (a) (2) of Il 1. 80 » — ivith respect to such 
contracts, reduced by the percents. ge obtained by dividin, (a) the amount of the 
actuarial margin charge on all such variable annuity contracts issued by tlie 
taxpayer, by (l&) the mean of the reserves for such contracts. 

(ii) For purposes of section 801(g) (8) and s&ibdivlsion (i) of this subpar- 
agraph, the term "actuarial margin charge" means anv amount retained by the 
company from gross investment inconie pursuant to the terms of the variable 
annuity contract in excess of any portion of the investment expenses ivhich is 
attributable to such contract and which is deductible under section 804(c) and 
paragraph (b) of I) 1. 804 — 4. 

(8) Increases aad decreases in reserves. — (i) Section 801(g) (4) provides 
that for purposes of section 810 (a) and (b) (relating to adjustments for in- 
creases or decreases in certain reserves), the sum of the items described in 
section 810(c) and paragraph (b) of &j 1. 810 — 2 taken into account as of the 
close of the taxable year shall be adjusted- 

(a) By subtracting therefrom the sum of any amounts adtled from time to 
time (for the taxable vear) to the reserves for variable annuity contracts 
described in section 801(g) (1) and paragraph (a) (1) of this section by reason 
of realized or unrealized appreciation in the value of the assets held in relation 
thereto, and 

(i&) By adding thereto the sum of any aniounts subtracted from tinie to tiine 
(for the taxable vear) froni such reserves by reason of realized or unrealized 
depreciation in the value of such assets. 
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(ii) The application of section 801(g) (4) and subdivision (i) of this sub- 

paragraph may be illustrated by the following example: 
Eaarnptc. Company M, a life insurance company issuing only variable 

annuii, y contracts of the type described in section 801(g) (1) and paragraph 
(a) (1) of this section, increased its life insurance reserves held with respect 
to such contracts during the taxable year 1959 by $275, 000. Of the total in- 

crease in the reserves, $100, 000 was attributable to premimn receipts, $50, 000 
to dividends and interest, $100, 000 to unrealized appreciation in the value of 
the assets held in relation to such reserves, and $25, 000 to realized capital 
gains on the sale of such assets. As of the close of the taxable year 1959, 
the reserves held by company M with respect to all variable annuity contracts 
amounted to $1, 275, 000. However, under section 801(g) (4) and subdivision 
(i) of this subparagraph, this amount niust be reduced by the $100, 000 un- 
realized asset value appreciation and the $25, 000 of realized capital gains. 
Accordingly, for purposes of section 810 (a) and (b), the amount of these 
reserves which is to be taken into account as of the close of the taxable year 
1959 under section 810(c) is $1, 150, 000 ($1, 275, 000 less $125, 000). 

(c) Companies issuinp variable annuities und other contracts. — (1) In the 
case of a life insurance company which issues both annuity contracts described 
in section 801(g) (1) and paragraph (a) (1) of this section and other contracts, 
the policy aud other contract liability requirements (as defined in section 80o (a) 
and paragraph (b) of && 1. 805 — 4) of such a company for any taxable year shall 
be considered to be the suin of- 

(i) The policy and other contract liability requirements computed with 
respect to the items ivhich relate to such variable annuity contracts, and 

(ii) The policy and other. contract liability requirements computed by ex- 
cluding the items taken into account under subdivision (i) of this subpara- 
graph. 

(2) [Iteserved for regulations to be issued under section 801(g) (5) (B). ] 
(d) Termination. — Paragraphs (1), (2), (8), (4), and (5) of section 801(g) 

an&1 paragraphs (a), (b), (c), (d), and (e) of Ii 1. 801 — 7 shall not apply v ith 
respect to any taxable year beginning after December 81, 1902. 

PAR. 2. Paragraph (a) (1) (i) of I) 1. 800 — 4 is amended to read as 
follows: 

f 1. 809 — 4 GRoss AxiovNT. — (a) Itctns taken into account. 
(1) Pres&tunis. — (i) The gross amount of all premiums and other considera- 

tion on insurance and annuity contracts (including contracts supplementary 
thereto); less return preuiiums and premiums and other consideration arising 
out of reinsurance ceded. The term "gross amount of all premiums" means the 
preniiums and other consideration provided in the insurance or annuity con- 
tract. Thus, the amount to be taken into account shall be the total of the 
premiums and other consideration provided in the insurance or annuity contract 
without any deduction for commissions, return premiums, reinsurance, dividends 
to policyholders, dividends left on deposit with the company, discounts on 
premiums paid in advance, interest applied in reduction of premiums (whether 
or not required to be credited in reduction of premiums under the terms of the 
contract), or any other item of similar nature. Such term includes advance 
premiums, premiums deferred and uncollected and premiums due and unpaid, 
deposits, fees, assessments, and consideration in respect of assuming liabilities 
under contracts not issue&1 by the taxpayer (such as a payment or transfer of 
property in au assumption reinsurance transaction as defined in paragraph 
(a) (7) (ii) of I) 1. 800 — 5). The tenn also includes amounts a life insurance com- 
pany charges itself representing premiums with respect to liability for insurance 
and annuity benefits for its employees (including full-time life insurance sales- 
nien within the meaning of section 7701(a) (20) ). 

PAR. Oo. Paragraph (a) (12) of section 1. 809 — 5 is ainended to read 
as follows: 

I) 1. 809 — 5 DEnvcrroNS. — (a) Deductions ullo&ced. ~ s * 
(12) Othe& deductions. — Except as modified by section 809(e) and $ 1. 809 — 6, 

all other deductions allowed un&ler subtitle A of the Code for purposes of com- 
puting taxable income to the extent not allowed as a deduction in computing 
investment yield. For example, a life insurance company shall be allowed a 
deduction under section 809(d) (12) and this subparagraph for ainounts relir- 
senting premiums charged itself with respect to liability for insurance and 
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annuity l&encfits for its rmliloye&s (including full-tin&« life insnr in& 9 3 ilesnien 
&vitl&in the n&caning &&f se& &ion 7701(:i) ('0) ) in a««or&lan«e ivith the rules 
prescribed in se«lions 102 and 404 an&1 the regulations thereunder, io tlie extent, 
that a &h&1&ution for su& li a«i&&unts is not r&llo&ved under section 804(&. & (1) and 
p;iragraph (b) (1) of t( l. 804 — I or section 809(d) (9) and s«bparagraph (9) of 
this»iiragraph. 

1'Ar:. 4. &&e&. tior& 1. 821 is amended by revising subdivision (i) of 
sut&sect ion (a) (1) (A. ), by adding subdivision (ii) of s&ubsection 
(a) (1) ( )L) 

& 
l&y revising paragraph (2) of subsection (a), by revising 

snl&l&ar;i»raph ( &L) of subsection (b) (1), by revisin» subsection (c), 
and by;Iddin«a historical note. These amended and added provisions 
anil a&1&lecl historical note read as follows: 

t) 1. 821 STATU'i'GRY PRGVIsIGNs; TAx CN MUTUAL IivsURANcF. CQMPANIEs 
(OTIIER THAN LIFE oR MAR&NE oR FIRE INBURANcK COI&PAN IKs ISBUING PERPETUAL 
I OI. ICIES ) . 

Sl, (". 821. TAX OX all'Tt' &&L IXSl RAXCE COAIPAXIES (OTHER 
THAX LIFE OR &(ARIXE OR FIRE IXSURAXCE COI(PAXIES 
ISSUIXG PERPETUAL POLICIES). 

(a) IMPosITIQN or' TAx oN lIUTUAL CGIIPAvIEs OTHER TIIAN INTER- 
INS&IRFRS. 

(1) 
(A) XGRIIAL TAx. — 

(i) TAxABLE YEARs BEGINNING BKFGBE JULY 1, 1963. — In 
the case of taxable years be inning before July 1, 1968, 
a normal tax of 80 percent of the inutual insurauce &. ompany 
taxable income, or 60 percent of the amount i&y &vhich such 
taxable incoine exceeds $8, 000, ivhichever is the lesser; 

(ii) TAxABLE YEARs BEGINNING AFTER JUNE 30& 1963 In 
the case of taxable years begirming after June 80, 1968, a 
normal tax of 2:& percent of the mutual insurance com- 
pany taxable income, or 50 percent of the amount by which 
such taxable income exceeds $8, 000, &vhichever is the lesser; 
plus 

(2) If for the taxable year the gross amount of income from the 
items described in section 8&2(b) (other than paragraph (1) (D) 
thereof) and net premiums, minus dividends to policyholders, minus 
the interest v&hich under section 108 is excluded from gross income, 
exceeds $75&, 000, a tax equal to 1 percent of the amount so computed, 
or 2 percent of the ezcess of the amount so coniputed over $75, 000, 
whichever is the lesser. 

(b) IIIPosITIo&I oF T Ix oz INTERINBURERE. 
(1) XORII 1L T iz. — 

(A) TAxABLE YEARs BEGINNING BEFGRK JULY I, 1963, — In the 
case of taxable years beginning before July 1, 1968, a normal 
tax of 80 percent of the mutual insurance company tazable in- 
come, or 60 percent of the aniount by &vhich such iazable incoiue 
exceeds $5&0, 000, whichever is the lesser; 

(B) TAxABLE YEARs BEGINNING AFTER JUNE 30, 1963. — In the 
case of a. taxable year beginning after June 80, 1968, a normal 
tax of 25 percent of the mutual insurance company taxable in- 
come, or, ". &0 percent of tl&e amount by && hich such t;ix;&hie income 
exceeds $50, 000, whichever is the lesser; plus 

(c) GRoss AIroU&NT RECEIvEo, OvER $75, 000 BUT LFss TrrAV $125, 000. — 
If the gross amo«ut received during the taxable year from the items 
described in section 822(b) (other than paragraph (1) (D) thereof) and 
prerni«nis (including deposits and assessments) is over lt&75, 000 but less 
than $125, 000, the tax iruposed by subsection (a) or subsection (b), 
whichever applies, shall be reduced to an amomit which bears the same 
proportion to the amount of the lax &leterniiued under sucli subsection as 
the excess over $75, 000 of such gross amouut received bears to $50, 000. 
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[Sec. 821 as amended by sec. 2, Tax Rate Extension Act 1955 (69 Stat. 
14) [I'. L. 18, C. B. 195o — 1, 619]; sec. 3(a) (1) and (2), Life Insurance 
Company Tax Act 1955 (70 Stat. 47) [I'ublic Law 429, 84th Congress, 
C. B. 1956 — 1, 858]; sec. 2, Tax Rate Extension Act 1956 (70 Stat. 66) 
[Public Laiv 458, 84th Congress, C. B. 1956 — 1, 869]; sec. 2, Tax Rate 
Extension Act 1957 (71 Stat. 0) [Public Laiv 8;I — 12, C. B. 1957 — 1, 666]; 
sec, 2, Tax Rai. e Extension Act 1958 (72 Stat. 259) [Public Law 85— 
475, C. B. 1958 — 3, 73]; sec. 2, Tax Rate Extension Act 1959 (73 Stat. 
157) [Public Law 86 — 75, C. B. 1959 — 2, 676]; sec. 201, Public Debt and Tax 
Rate Extension Act 1960 (74 Stat. 290) [Public Law 86 — 564, C. B. 1960— 
2, 681]; sec. 2, Tax Rate Extension Act 1961 (75 Stat. 193) [Public Law 
87 — 72, C. B. 1961 — 2, 317]; sec. 2, Tax Rate Extension Act 1962 (76 Stat. 
114) [Public Law 87 — 508, C. B. 1962 — 3, 58]. 

PAR. 5. There are inserted irnnIediately after I5 1. 821 — 1 the following 
new sections: 

$ 1. 821 — 2 TAxABLE YEARs AFFECTED. — Section 1. 821 — 1 is applicable only to 
taxable years beginning after December 31, 1953, but before January 1, 195O, 
and ending after August 16, 1954, and all references to sections of part II, 
subchapter L, chapter 1 of the Code are to the Internal Revenue Code of 1954, 
before amendments, Section. 1. 821 — 3 is applicable only to taxable years begin- 
ning after December 31, 1954, and all references to sections of part II, sub- 
chapter L, chapter 1 of the Code are to the Internal Revenue Code of 19O4, 
as amended by the Life Insurance Company Tix Act for 195o (70 Stat. 36). 

$ 1, 821 — 3 TAx oN iilUTUAL INsURANGE CDMPANIEs OTHER THAN LIFE oR 5IARINE 
CR FIRE INBURANOE CCMPANIEs SUBJEGT To THE TAX IAIPosED BY Srorrox 831. — 
(a) In, general. — (1) For taxable vears beginning after December 31, 1954, all 
mutual insurance companies, including. foreign insurance companies carrying 
on an insurance business within the United States, not taxable under section 
802 or 831 and not specifically exempt under the provisions of section 501 (c) (lo), 
are subject to the tax imposed by section 821 on their investment income or on 
their gross income, whichever tax is the greater, except interinsurers and 
reciprocal underwriters which are taxed only on their investment income. For 
the alterns. tive tax, in lieu of the iax imposed by section 821 (a) or (b), where 
the net long-term capital gain for any taxable year exceeds the net short-term 
capital loss, see section 1201(a) and the regulations thereunder. 

(2) The taxable income of mutual insurance conipanies subject to the tax 
imposed by section 821 diiTers from the taxable income of other corporations. 
See section 821(a) (2) and section 822. Such companies are entitled, in com- 
puting mutual insurance company taxable income, to the deductions provided 
in part YIII (section 241 and folloiving, except sectiou 248), subchapter B, 
chapter 1 of the Code. Tlie gross aiuount of incoine durin the taxable year 
from interest, the deduction under section 822(c) (1) for wholly tax-exempt in- 
terest, and the deduction under section 242 for partially tax-exempt interest, 
are decreased by the appropriate aiiiortization of preruium and increased bv the 
appropriate accrual of discount attributable to the taxable year on bonds, 
notes, debentures or other evidences of indebtedness held by a mutual insurance 
company subject to the tax imposed by section 821. See section 822(d) (2) and 
rj1. 822-7. However, for taxable years beginning after iilay 31, 1960, only the 
accrual of discount relating to issue discoimt will increase the deduction for 
wholly tax-exempt interest. See section 103. In the ease of any such evidence 
of indebtedness, adjustment shall be made to basis in the same manner as that 
made by life insurance companies under section 1016(a) (17) aud the regulations 
thereunder. 

(3) All provisions of tlie Iuternal Revenue Code and of the re ulations in this 
part not inconsistent with the specific provisions of section 821 are applicable 
to the assessment and collection of the tax imposed by section 821 (a) or (b) 
and mutual insurance companies subject to the tax iniposed by section 821 are 
subject to the same penalties as are provided in the case of returns and payment 
of incoine tax by other corporatious. The return shall be on Form 112051. 

(4) Foreign mutual insurance companies not carrying on an insurance busi- 
ness within the United States are not taxable under sec(ion 821 (a) or (b), but 
are taxable as other foreign corporations. See section 881. 

(5) Mutual insurance companies subject to the tax imposed by section 821, 
except interinsurers or reciprocal underwriters, with inutual insurance company 
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taxable income (con&pated &vhhout regard to the deductiou provided iu section 
242 for partially tax-exen&pt interest) of over $6, 000 or &vith gross an&ounts of 
incon&e during thc t»x»l&le year fro&n the items described in section 8"'(b) 
(other than paragraph (1) (D) thereof) and net premiun&s (n&inus dividends 
to policyholdcrs and &vholly tax-exen»&t interest) in excess &&f $76, 000, are 
subjc«l, to a tax cou»&uted under section 821(a) (1) or section 821(a) (2) &vhi«h- 
ever is the greater. Interins&u'ers and reciprocal under&vriters &vith n&utual 
insmauce co»»&any tax»i&le incon&e (co&nputed without regard to the deduction 
provided in section 242 for partially t;&x-exen»&t iuterest) of over f60, 000 are 
subject to a tax con&puted under sectiou 821(b). 

(b) Rates of tax. — (1) For taxable years beginning before July 1, 1063, 
the normal tax under section 821(a) (1) (A) and 821(b) (1), except as herein- 
after indicated, is computed upon n&utual insurance co&r»&any taxable income 
for purposes of the normal tax at the rate of 80 percent. 

(2) The surtax under section 821(a) (1) (B) and 821(b) (2), except as here- 
inafter indicated, is con&puted on that portion of the u&utual insurance con&pany 
taxable incorr&e for the purposes of the surtax in excess of $2. "&, 000 at the rate 
of "' percent. The tax under section 821(a) (2), except as hereinafter in&licated, 
is 1 percent of the gross anrount of incon&e during the taxable y&:&r from the 
iten&s described in section 822(b) (other than paragraph (1) (D) thereof) arul 
net pron&iums, minus dividends to policyholders and u&inus wholly tax-exempt 
interest. 

(6) I&'or taxable years beginniug before . Iuly 1, 1966, under section 821(a) (1) 
(A) companies with n&utual insurance company taxable incon&e for purposes of 
the normal tax of over $8, 000 and not over tl6, 000 pay a no&aual tax, at a specified 
rate, on that portion of such income in ex«ess of ting, 000. The rate applicable in 
computing the norn&al tax of such «on&par&ies is 60 per«ent. Under seciior& 8'1 
(a) (2) companies with gross amounts of in«on&e duriug the taxable year fron& 
the iteu&s described in section 822(b) (other than paragraph (1) (D) thereof) 
and net premiu&us, n&iru&s dividends to policyholders and minus &vholly tax- 
exernpt interest, of over $75, 000 and not over $160, 000 pay a t;&x equal to 2 pe&- 
cent of that portion in excess of $7;"&, 000. 

(4) For taxable ve&rs beginnin before Zuiy 1, 1068, under section 821(b) (1) 
interinsurers and re& iprocal undervvriters &vith mutual insurance company tax- 
able income for purposes of the normal tax of over $60, 000 and not over f100. 000 
pay a normal tax computed on that portion of su«h income in ex«ess of $6&0, 000 
at the rate of 60 percent. Under section 821(b) (2) interinsurers and reciprocal 
under&vriters with n&utual insurance company taxable iucon&c for purim. «s of 
the surtax of over $60, 000 and not over $100, 000 pay a surtax, at the rate of 86 
percer&t, on that portion of such income in excess of $60, 000. 

(6) Section 821(c) provide. for an adjustn&ent of the amount computed under 
section 821(a) (1), section 821(a) (2), and section 821(b) &vhere the gross 
amount received during the taxable year fro&n the iten&s described in se&tion 
822(b) (other than paragraph (1) (D) thereof) and preu&iun&s (including de- 
posits and assessments) is over $75, 000 and less than 412&, 000. The adjustn&ent 
reduces the tax othemvise computed under those sections to an an&nunt which 
bears the san&e proportion to such tax as the excess over $76, 000 bears to $60, 000. 

(c) 4ppl&'catio». — The application of sections 821 (a) to (c) inclusive, n&ay b& 

illustrated by the following exan&ples: 
Er«»&t&lo (1). The )V Company, a u&utual casualty insurar& e con&p&nv, for 

the calendar year 10. &8, has mutual insurance company taxable income for pur- 
poses of the surtax of $6, 600 and, due to partially tax-exen&pt interest of $800, 
has inco&ne for purposes of the normal tax of $4, 700. The, ross an&ount of in- 
come of the W Company from the iteu&s described in section 822(b) (other than 
paragraph (1) (D) thereof) and net premiums, minus dividends to poli«yholders 
and wholly tax-exempt interest, is t)16&0, 000. Its normal tax un&ler se&tiou 
821(a) (1) for the calendar year 1068 is 60 percent of &1, 700 (84, 700 minus 
$8, 000) or $1, 020, since its income subject to normal tax is not over 86, 000. It is 
not liable for surtax for the calendar year 1068 as its mutual insurance company 
taxable income for pu&poses of the surtax does not exceed $2, "&, OOO. It has no 
surtax and, therefor&, its total tax under section 821(a) (1) (A. ) is the norn&&&l 

tax of &i1, 020. The tax under section 821(a) (2) is" per&cut of &'7. &, OOO ($1. i0. 000— 
$76. 000), or $1 6&00. Since the tax under section 821(a) (2) ex& cods the tax un&ler 
section 821(a) (1), the tax under section 821 is $1, . "&00, &mmely, that in&posed by 
section 821(a) (2). 



(j 801. ] 

Example (2). If in the above exaraple the income for purposes of the normal 
tax were not over $3, 000, the income for purposes of the surtax were not over 
$25, 000, the gross amount received from interest, dividends, rents, and premiums 
(including deposits and assessments) were $90, 000, and the gross amount of 
income from the items described in section 822(b) (other than paragraph (1) (D) 
thereof) and net premiums, minus dividends to policyholders and wholly tax- 
exempt interest, were $70, 000, the W Company would be required to file an in- 
come tax return but due to section 821(a) no income tax would be imposed. 

Example (6). The X Company, a mutual casualty insurance company, for the 
calendar year 1958, has mutual insurance company ta~able income for surtax 
purposes of $28, 000 and, due to partially tax-exempt interest of $5, 000, has income 
for normal tax purposes of $23, 000. The gross amount of income of the X 
Company received during the taxable year from the items described in section 
822 (b) (other than paragraph (1) (D) thereof) and net premiums, minus 
dividenfis to policyholders and wholly tax-exempt interest, is $1, 200, 000. Under 
section 821(a) (1) its normal tax for the calendar year 1958 is 30 percent of 
$2, 000, or $6, 900, and the surtax is 22 percent of $3, 000 ($28, 000 — $25, 000), or 
$660. The combined tax under section 821(a) (1) is $7, 560 ($6, 900 plus $660). 
The tax under section 821(a) (2) is 1 percent of $1, 200, 000 or, '$12, 000. Since 
the tax under section 821(a) (2) exceeds the tax under section 821(a) (1), the 
tax under section 821(a) is $12, 000, namely, that imposed by section 821(a) (2). 

Fzamp/e ($). The Y Company, a mutual fire i~sura~ce company subject to 
the tax imposed by section 821 for the calendar year 1958, has mutual insurance 
company taxable income for purposes of the surtax of $35, 000 and, due to 
partially tax-exempt interest of $5, 000, has income for purposes of the normal 
tax of $30, 000. The gross amount received during the taxable year from the 
items described in section 822(b) (other than paragraph (1) (D) thereof) and 
premiums (including deposits and assessments) is $120, 000, and the gross 
amount of income from interest, dividends, rents, and net premiums, minus 
dividends to polieyholders and wholly tax-exempt interest, is $100, 000. Under 
section 821(a) (1), without application of section 821(e), the normal tax would 
be 30 percent ot' $30, 000, or $9, 000, since this is less than $16, 200, 60 percent 
of $27, 000 (excess of $30, 000 over $3, 000); and the surtax would be 22 percent of 
$10, 000 (excess of $35, 000 over $25, 000), or $2, 200. The combined tax of $11, 200 
($9, 000 plus $2, 200) would then be reduced by applying section 821(c), since the 
gross receipts are between $75, 000 and $125, 000. The tax under section 821(a) 
(1), as thus adjusted, should be 90 percent of $11, 200, or $10, 080, since $45, 000 
(excess of $120, 000 over $75, 000) is 9 percent of $50, 000. Under section 821(a) 
(2), without reference to section 821(e), the tax is 2 percent of $25, 000 (excess 
of $100, 000 over $75, 000), or $500, since this is less than $1, 000, 1 percent of 
$100, 000. Applying section 821(c) reduces this to $450, or 90 percent of $500 
Since $10, 080, the tax under section 821(a) (1), as adjusted, exceeds $450, the 
tax under section 821(a) (2), as adjusted, the tax under section 821(a) (1), as 
adjusted, is applicable. The Y Compauy would aeeordingly pay a combined 
normal tax and surtax of $10, 080. 

Example (5). The 2 Exchange, an interinsurer, for the calendar year 1958 
has mutual insurance company taxable income for purposes of the surtax of 
$60, 000 and, due to partially tax-exempt interest of $12, 000, has income for 
purposes of the normal tax of $48, 000. The gross amount received during the 
taxable year from the items described in section 822(b) (other than paragraph (1) (D) thereof) and premiums (including deposits and assessments) is $2, 700, — 

000. The X Exchange is not liable for normal tax under section 821(b) (1) for the calendar year 1958 as its mutual insurance company taxable income for 
purposes of the normal tax does not exceed $50, 000. Its surtax is 33 percent of 
$10, 000 ($60, 000 minus $50, 000), or $3, 300, since that amount is less than $7, 700, 
22 percent of $35, 000 (excess of $60, 000 over $25, 000). Since the Z Exchange has no normal tax, is not subject to the tax imposed by section 821(a) (2), and is not entitled to the adjustment provided in section 821(c), its total tax under section 821(b) is $3, 300. 

PAR. 6. Section 1. 822 is amended by revising section 822(b), by 
revising paragraphs (8) and (6) of section 822(c), by adding para- 
graphs (8) and (0) to paragraph 822(c), by revising paragraph (1) of section 822(d), by revisin~g section 822(e), and by adding a historl- 
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cal note. These amended and added provisions and addecl historical 
note read as tollovvs: 

g 1. 822 STATUToRY PRovrsloxs; DETERMINATIUN oF iIUTUAL INSURANOE CQM- 
PAN Y TAxABLE I N co ME. 

SEC. 822. DETERilIIXATIOX Ol' iiIUTUAL IXSURAXCE CO;iIPAXY 
TAXABLE IXCO'. iIE. 

(a) DEFzNLTzoN. 
(b) GRoss IxvEsrarENT INOOME. — For purposes of subsection (a), the 

term "gross investment income" means the sum of the following: 
(1) The gross amount of income during the taxable year from— 

(A) Interest, dividends, rents, and royalties, 
(B) The entering into of any lease, mortgage, or other in- 

strument or agreement from which the insurance company 
derives interest, rents, or royalties, 

(C) The alteration or termination of any instrument or 
agreement described in subparagraph (B), and 

(D) Gains from sales or exchanges of capital assets to the 
extent provided in subchapter P (sec. 1201 and following, re- 
lating to capital gains aud losses) . 

(2) The gross income during the taxable year from any trade 
or business (other than an insurance business) carried on by the 
insurance company, or by a partnership of which the insurance com- 
pany is a partner, In computing gross income under this paragraph, 
there shall be excluded any item described in paragraph (1). 

(c) DEOUOTTONs. * " ": 

(8) REAL EsTATE ExPENsEs. — Taxes (as provided in section 164, ) 
and other expenses, paid or accrued during the taxable year exclu- 
sively on or with respect to the real estate owned by the company. 
No deduction shall be allowed under this paragraph for any amount 
paid out for new buldings, or for permanent improvements or better- 
ments made to increase the value of any property. 

(0) CAPrrAL Lossvs. — Capital losses to the extent provided in sub- 
chapter P (sec. 1201 and following) plus losses froni capital assets 
sold or exchanged in order to obtain funds to meet abnormal insur- 
ance losses and to provide for the payment of dividends and similar 
distributions to policyholders. Capital assets shall be considered as 
sold or exchanged in order to obtain funds to inset abnormal insur- 
ance losses and provide for the payments of dividends and similar 
distributions to policyholders to the extent. that the gross receipts 
from their sale or exchange are not greater than the excess, if any, 
for the taxable year of the sum of dividends and similar distribu- 
tions paid to policyholders, losses paid, and expenses paid over the 
sum of the items describecl in subsection (b) (other than paragraph 
(1) (D) thereof) and net premiums received. In the application of 
section 1212 for purposes of this section, the net capital loss for the 
taxable year shall be the aruount by which losses for such year from 
sales or exchanges of capital assets exceeds the sum of the gains 
from such sales or exchanges and whichever of the following 
ainounts is the lesser: 

(A) The mutual insurance company taxable income (com- 
puted vvithout regard to gains or losses froni sales or exchanges 
of capital assets or to the deductiou provided in section 242 for 
partially tax-exeinpt interest); or 

(B) Losses from the sale or exchange of capital assets sold 
or exchanged to obtain funds to nieet abnormal insurance losses 
and to provide for the payment of dividends and similar distri- 
butions to policyholders. 

(8) TRABE oR BUszNEss OEOUcrzoNs. — The deductions allowed by 
this subtitle (without regard to this part) which are attributable 
to any trade or business (other than an insurance business) carried 
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on by the insurance company, or by a partnership of which the 
insurance company is a partner; except (. hat for purposes of this 
paragraph— 

(A) Any item, to the extent attributable to the carrying on 
of the insurance business, shall not be taken into account, and 

(B) The deduction for net operating losses provided in section 
172 shan not be allowed. 

(9) DEPI. ETIoN. The deduction allowed by section 611 (relating 
to depletion). 

(&I) OTHER APPLICABLE RULES. — 
(1) RENTAL vALUE oI' REAL EsTATE. — The deduction under sub- 

section (c) (3) or (4) on account of any real estate owned and 
occupied in whole or in part by a mutual insurance company subject 
to the tax imposed by section 821 shall be limited to an amount 
which bears the same ratio to such deduction (computed without 
regard to this paragraph) as the rental value of the space not so 
o& cupied bears to the rental value of the entire property. 

(e) FoREIGN JIUTUAL INsURANcE CoMPANIEs OTHER THAN LIFE oR 
MARINE. — In the case of a foreign mutual insurance company (other 
than a life or marine insuran&. e company or a fire insurance company 
subject to the tax imposed by section 831), the mutual insurance com- 
pany taxable income shall be the taxable income from sources within the 
United States (computed without regard to the deductions allowed by 
subsection (c) (7) ), and the gross amount of income from the items 
described in subsection (b) (other than paragraph (1) (D) thereof) 
and net premiums shall be the amount of such income from sources 
within the United States. In the case of a company to which the pre- 
ceding sentence applies, the deductions allowed in this section shall be 
allowed to the extent provided in subpart B of part II of subchapter N 
(sec. 881 and following) in the case of a foreign corporation engaged in 
trade or business within the United States. 
[Sec. 822 as amended by sec. 3(a) (3), (4), (5), (6), (7), and (8), Life 
Insurance Company Tax Act 1955 (70 Stat. 47) ] 

PAR. 7. There are inserted immediately after $ 1. 82~ 8 the follow- 
ing new sections: 

]] 1. 822 — 4 TAxARIr. YEARS APPEGTEn. — Sections 1. 822 — 1 through 1. 822 — 3 are 
applicable only to taxable years beginning after December 31, 1953, but before 
January 1, 1955, and ending after August 16, 1954, and all references to sections 
of part II, subchapter L, chapter 1 of the Code are to the Internal Revenue 
Code of 1954, before amendments. Sections 1. 822 — 5 through 1. 822 — 7 are applicable 
only to taxable years beginning after December 31, 1954, and all references to 
sections of part II, subchapter L, chapter 1 of the Code are to the Internal 
Revenue Code of 1954, as amended by the Life Insurance Company Tax Act for 1955 (70 Stat. 36) . 

$ 1. 822 — 5 MUTUAL IxsURANcE COMPANv TAxARLE INcoxIE. — (a) 3I«t&&ol insur- 
ance company tnt'able (nrome decried. — Section 822(a) defines the term "mutual 
insurance company taxable income" for purposes of part II, subchapter L, chapter 1 of the Code. Mutual insurance company taxable income means gross invest- 
ment income (as defined in section 822(b) and paragraph (b) of this section), less the deductions provided in section 822(c) and paragraph (c) of this section for Ivholly tax-exempt interest, investment expenses, real estate expenses, de- 
preciation, interest paid or accrued, capital losses, special deductions, trade or business (other than an insurance business) expenses, and depletion. How- 
ever, such expenses are deductible only to the extent that they relate to invest- 
ment income and the deduction of such expenses is not disallowed by any otheI' 
provision of subtitle A of the Code. For example, investment expenses are not 
allo&vable unless they are ordinary and necessary expenses within the Ineaning of section 162. In addition to the limitations on deductions relating to real estate o&vned and occupied by a mutual insurance company subject to the tax 
imposed by section 821 provided in section 822(d) (1), the adjustment for amortization of premium and accrual of discount provided in section 822(d) (2) ~ and the limitation on the deduction for investment expenses where general 
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expenses are allocai. ed to investment income provided in section 822(c) (2), 
mutual insurance companies subject to the iaz imposed br section 821;&re sub- 
ject to the limitation on de&inctious relating to rvholly taz-exempt income pro- 
vided in section 26, &. Such companies are not entitled to the net operating loss 
deduction provided in se& tion 172, aud a deduction shall not be permitted «ith 
respect to the same item more than once. 

(b) Gross investment i &come defined. — For purposes of part II, subchapter 
Ii, chapter 1 of the Code, section 822(b) defines the term "gross investment 
income" of a mutual insurance con&pany subject to the taz imposed by section 
821 as the sum of the following: 

(1) The gross amount of income during the taxable year from- 
(i) Interest (including taz-exempt interest and partially tax-exempt 

interest), as described in $ 1. 61 — 7. Interest shall be adjusted for amor- 
tization of premium and accrual of discount in accordance with the 
rules prescribed in section 822(d) (2) and &j 1. 822 — 7. 

(ii) Dividends, as described in $ 1. 61 — 0. 
(iii) Rents and roralties, as des&ribed in 5 1. 61 — 8. 
(ir) The entering into of any lease, mortgage or other instrument 

or agreement from which the co&npany may derive interest, rents, or 
royalties. 

(v) The alteration or termination of any instrument or agreement 
described in subdivision (iv) of this subparagraph. 

(vi) Gains from sales or exchanges of capital assets to the extent 
provided in subchapter P (section 1201 and following, relating to capital 
gains and losses), chapter 1 of the Code. 

(2) The gross income from any trade or business (other than an insurance 
business) carried on by a mutual insurance companr subject to the tax 
imposed by section 821, or by a partnership of which the insurance company 
is a partner. 

For eza&nple, gross investment income includes amounts receired as commitment 
fees, or as a bonus for the enteriug into of a lease, or as a penalty for the early 
payment of a mortga e. In computing the gross i&&come from any trade or busi- 
ness (other than an insurance business) carried on by the insurance company, 
or bv a partnership of which the insurance company is a partner, any item 
described in section 822(b) (1) and paragraph (a) (1) of this section shall not 
be considered as gross income arising from the conduct of such trade or business, 
but shall be tal-en into account under section 822(c) (1) and paragraph (a) (1) 
of this section. 

(c) Ded«rtions from gross investment income. — (1) Iyhollg tax-exempt 
lot&rest. — Interest which in case of other taxpayers is excluded from gross 
income by section 103 but included in the gross investment income by section 
822(b) is allowed as a deduction from gross investment income by section 
822(c)(1). 

(2) Investment expenses. — (i) The deduction for investment expenses under 
section 822(c) (2) includes only those expenses of the taxable year which are 
fairly chargeable against gross investment income. For example, investment 
expenses include salaries and expenses paid exclusively for work in looking after 
investments, and amounts ezpended for printing, stationery, postage, and steno- 
graphic worl- incident to the collection of interest. An itemized schedule of 
such expenses shall be attached to the return. 

(ii) [ Reserved] 
(iii) If any general expenses are in part assigned to or included in investment 

expenses, the total deduction under section 822(c) (2) shall not exceed the 
sum of- 

(a) One-fourth of 1 percent of the mean of the book value of the invested 
assets held at the beginning and end of the tazable year, plus 

(D) One-fourth of the amount by which n&utual insurance company tax- 
able income (co&nputed irithout any deductiou for investment expenses, 
taz-free interest, partially taz-ezempt interest, or dividends received) 
exceeds 8s/~ percent of the bool- value of the mean of the invested assets 
held at the beginning and end of the taxable year. 

For the purposes of section 822(c) (2) an&1 this paragraph, the tenn "invested 
assets" means only those assets which are owned and used, and to the eztent 
used, for the purpose of producing the income specified in section 822(b). See 
paragraph (b) of this section. The term does not include real estate owned and 
occupied, and to the extent owned an&1 occupied, by the company. 

674a"4' — os 1'2 



(6) /i&'al est«te ezi&c»s&'s ««&i t«. & & s. — The &ledu& tion for real estate expenses 
an&i taxes under section 822(c) (6) includes taxes (as defiued in section 164) 
and other expenses for the taxable year exclusively on or with respect to real 
estate o&vned by the corupuny, Yo& ex:&u»&le, no deduction shall be allowed 
under section 822(c) (6) for an&ounts a)lowed as a deduction uu&ler section 
164(e) (relating to taxes of shareholders p;&id by a corporation). Xo deduction 
shall be allowed under section 822(c) (8) for any a&nount paid out for new 
buildings, or for permanent improve&uents or better&nents made to increase the 
value of any property. An iten&ized schedule of such taxes and expenses shall 
be attached to the return. See r& 1. 822 — 6 for limitation of such dedu&tion. 

(4) D&'&» eci«tioa. — The deducti&&u allowed by s« tion 8"&(c) (4) for deprecia- 
tion is, except as provided in section 8"'(d) (1) and I& 1. 82~~6, identical to that 
allowed other corporations by sectiou 167. Such amount allowed as a deduction 
fro&n gross investment income in determining mutual insurance company taxable 
incom. e is limited to depreciatiou sustained on the property used, and to the 
extent used, for the purpose of producing the income specified in section 822(b). 

(;&) I»tercet paid or accr«ed. — The deduction allowed by section 822(c) (5) 
for interest on indebtedness is the same as that allowed other corporations by 
section 168. See &j 1. 168 — 1. 

(6) Capital losses. — (i) The deduction for capital losses under section 
822(c) (6) includes not only capital losses to the extent provided in subchapter 
P, chapter 1 of the Code but in addition thereto losses from capital assets sold 
or exchanged to provide funds to meet abnormal insurance losses and to provide 
for the payment of dividends and similar distributions to policyholders. Losses 
in the latter case may be deducted from ordinary income while the deduction for 
losses under subchapter P is lhnited to the gains. See section 1211. 

(ii) Capital assets are considered as sold or exchanged to provide for the 
funds or payments specified in section 822(c) (6), to the extent that the gross 
receipts from the sale or exchange of such assets are not greater than the excess, 
if any, for the taxable year of the sum of dividends aud similar distributions 
paid to policyholders, and losses and expenses paid over the sum of the items 
described in section 822(b) (other than paragraph (1) (D) thereof) and net 
preu&iums received. If, by reason of a particular sale or exchauge of a capital 
asset, gross receipts are greater than such excess, the gross receipts and the 
resulting loss should be apportioned and the excess included in. capital losses 
subject to the provisions of subchapter P. Capital losses actually used to reduce 
net income in any taxable year may not again be used in a succeeding taxable 
year as an offset against capital gains in that year and for that purpose a 
special rule is set forth for the application of section 1212. 

(iii) The application of section 822(c) (6) may be illustrated by the following 
examples: 

E&rample (I). The X. Company, a u&utual fire insurance company subject to 
the tax imposed by section 821, iu the taxable year 1958 sells capital assets in 
order to obtain funds to meet abnormal insurance losses aud to provide for the 
payment of dividends and similar distributions to policyholders. The gross 
receipts from the sale are $60, 000, resulting in losses of $20, 000. It pays divideuds 
to policyholders of $150, 000. It sustains losses of $25, 000, and pays expenses of 
$25, 000. It receives interest of $50, 000, dividends of $5, 000, royalties of $4, 000, 
and uet premiuu&s of $66, 000. The excess of the sum of dividends, losses, and 
expenses paid ($200, 000) ov&r the suu& of the items described iu section 822(b) (other than paragraph (1) (D) thereof) and net premiun&s received ($12, &, 000) is $75, 000. As the gross receipts from the sale of capital assets ($60, 000) do uot 
exceed such excess ($7:&, 000), the losses of $20, 000 are allowable as a deduction from gross investment incon&e. 

Fz«»&f&le (2). If in example (1) the gross receipts were $76, 000 aud the last 
capital asset sold, for the purpose therein specified, resulted in gross receipts of 
$2, 000 aud a loss of $500, the losses allowable as a deductiou fro&u gross in- 
vestment income would be $19, 750. The last sale n&ade the gross receipts of 
$76, 000 exceed bv $1, 000 the excess ($75, 000) of the sun& of dividends, losses, aud 
expenses paid ($200, 000) over the smn of the iten&s described in section 822(b) (other than paragraph (1) (D) thereof) and net premiu&us received ($125, 000), The gross receipts and the resulting loss fron& the last sale are apportioned on the basis of the ratio of the excess of $1, 000 to the gross receipts of $2, 000, or 50 
percent. I&'ifty percent of the loss of $500 is deducted from the total loss of 
$20, 000. The ren&aining gross receipts of $1, 000 and the proportiouate loss of 
$250 should be reported as capital losses uuder subchapter P. 
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Lean&pie (8). If in example (1) the X Company had mutual insurance com- 
pany taxable income for purposes of the su&Wax of $9, 750 and, under the pro- 
visions of subchapter P, chapter 1 of the Code, had capital losses of $18, 000 and 
capital gains of $10, 000, the net capital loss for the taxable year 1958, in applying 
section 1212 for the purposes of se&tion 822(c) (6), Ivould be $8, 000. This is 
determined by subtracting from total losses of $88, 000 ($18, 000 capital losses 
under subchapter P plus jl20, 000 other capital losses under section 822(c) (6) ) 
the smn of capital gains of $10, 000 and losses from the sale or exchange of capital 
assets sold or exchanged to obtain funds to meet abnorn&al insurance losses and 
to provide for the payment of dividends and shnilar distributions to policy- 
holders of $20, 000. Such losses of $20, 000 are added to capital gains of $10, 000, 
since they are less than taxable income for purposes of the surtax, co&nputed 
without regard to gains or losses from sales or exchanges of capital assets, of 
$29, 750 ($9, 750 taxable income for purposes of the surta~ plus $20, 000 other 
capital losses under section 822(c) (6) plus the portion of capital losses allo&v- 

able under subchapter P of $10, 000 minus capital gains under subchapter P of 
$10, 000) . 

(7) Special deduct&o&&s. — Section 822(c) (7) allows a mutual insurance com- 
pany the special deductions provided by part VIII (section 241 and following), 
except section 248, subchapter B, chapter 1 of the Code, relating to partially 
tax-exempt interest and to dividends received. 

(8) Trade or bus(ness &leductions. — (i) I:nder section 822(c) (8), the deduc- 
tions allowed by subtitle A of the Code (without regard to this part) which are 
attributable to any trade or business (other than an insurance business) carried 
on by the insurance company, or by a partnership of Ivhich the company is a 
partner are, subject to the limitations in subdivision (ii) of this subparagraph, 
allowable as deductions from gross investment inconIe in computing mutual 
insurance company taxable income. Such deductions are allowable, hovvever, 
only to the extent that they relate to income which is included in the company's 
gross investment income by reason of section 822(b) (2). Thus, a deduction 
shall not be allowed under section 822 (c) (8) with respect to any item described 
in section 822(b) (1). The allowable deductions may exceed the gross income 
from such business. 

(ii) In computing the deductions under section 822(c) (8)— 
(a) Any item, to the extent attribntable to the carrying on of the insurance 

business, shall not be taken into account. For example, if the company operates 
a radio station primarily to advertise its own insurance services, a portion of the 
expenses of the radio station shall not be allowed as a deduction. The portion 
disallovved shall be an amount which bears the same ratio to the total expenses of 
the station as the value of advertisiug furnished to the insurance company bears 
to the total value of services rendered by the station. 

(b) The deduction for net operating losses provided in section 172 shall not 
be allowed. 

(9) Depletion. — The deduction allowed by section 822(c) (9) for depletion is 
the same as that allowed life insurance c&m&panies under section 804(c) (4). 
See paragraph (b) (5) of $ 1. 804 — 4. 

&j 1. 82o~6 REAL EsTATE OwNED AND OccUPIRD. — Section 822(d) (1) provides 
that the amount allowable as a deduction for taxes, expenses, and depreciation 
on or with respect to any real estate owned and occupied in Ivhole or in part 
by a mutual insurance company subject to the tax imposed by section 821 shall 
be limited to an amount which bears the sanIe ratio to such deduction (computed 
without regard to this limitation) as the rental value of the space not so oc- 
cupied bears to the rental value of the entire property. For example, if the 
rental value of the space not occupied by the company is equal to one-half of the 
rental value of the entire property, the deduction for taxes, expenses, and de- 
preciation is one-half of the taxes, expenses, an&1 depreciation on account of the 
entire property. Where a deduction is claimed as provided in this section. 
the parts of the property occupied and the parts not occupied by the company, 
together vvhh the respective rental values thereof, must be shown in a state- 
ment accompanying the return. 

Na 
1. 822 — 7 AMCRTIZ vTICN oF PREIKIUII AND AccRUAL oF DIscoUNT. — Section 

822(d) (2) makes provision for the appropriate amortization of premium and the 
appropriate accrual of discount, attributable to the taxable year, on bonds, notes, 
debentures, or other evidences of indebtedness held by a mutual insurance co&n- 

pany subject to the tax imposed by section 821. Such amortization and accrual 
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is the same as that provided for life insuraiice conipanies by section 818(b) (1), 
as an&ended by tlie Life Insurance Co&Bi&Buy Incoine Tax Act of I!&a!& (78 Stat, 
133), and shall be determined in accordance with paragraphs (a) and (b) of 
3) 1. 818 — 8, excel&t in the case of a mutual insurance coiiipany sul&ject to the tax 
iniposed by section 821, paragraph (b) of $ 1. 818 — 3 shall apply without regard to 
the dat. e of acquisition and the basis provided in section 1012 shall be used in 
lieu of the acquisitiou value. 

PAR. 8. There are inserted immediately aftei $ 1. 8o8 — 9 the follow- 
ing net sections: 

$ 1. 823 — 8. TAXABLE YEAR8 AFFEGTED. — Sections 1. 828 — 1 and 1. 828 — 2 are ap- 
plicable only to taxable years beginning after December 81, 1008, but before 
January 1, 10ofi, and endiiig after August 16, 1', );&4, and all references to sectioi&s 
of part II, subchapter L, chapter 1 of the Code are to the Internal Revenue 
Code of 1004, before amendments. Sections 1. 828M aud 1. 828 — 3 are applicable 
only to taxable years beginning after December 81, 10&4, and all references to 
sectioris of part II, subchapter L, chapter 1 of the Code are to the Internal 
Revenue Code of 1081, as amended by the Life Insurance Company Tax Act for 
10fio (70 Stat. 80). 

&1 1. 828 — 4 NET PREMIUMs. — Yet preiuiuuis are one of the items used, together 
with the gross amount of inconie during the taxable year from the items de- 
scribed in section 822(b) (other than paragraph (1) (D) thereof), less divi- 
dends to policyholders and ivholly tax-exempt iuterest, in determining tax lia- 
bility under section 821(a) (2). They are also used in section 822(c) (0) iu 
determining the liinita. tion ou certain capital losses and in the application of 
section 1212. The term "uet premiums" is defined in section 828(1) and in- 
clu&les deposits aud assessments, but excludes amounts returned to policyholders 
which are treated as dividends under section 828 (2) . 

&j 1. 828 — 5 DIVIDENDS To PCI, ICYHCLBERs. 
(a) Dividends to policyholders is one of the deductions used, together with 

&&holly tax-exempt interest, in deteru&!ning tax liability under section 821(a) (2). 
They are also used in section 822(c) (0) in determining the limitation on certain 
capital losses and in the application of section 1212. The terni "dividends to 
policyholders" is defi&ed in section 828(2) as dividends an&i similar distributions 
paid or deci&red to policyholders. It in& ludes amounts returned to policyholders 
&vhere the aioouut is not fixed iu the iusurance contract but depends upon the 
experience of!, he compauy or the discretion of the management. Such auiounts 
are not to be treated as retiirn premiums under section 828(1). Similar distribu- 
tions includ&. such pavments as the so-called unabsorbed premiuni deposits re- 
turned to policyholders by factory mutual fire insurance companies. The term 
"paid or de&hired" is to be construed accordiug to the uiethod of accounting 
regularly eruployed in keeping tlie bool&s of the insurance company, and such 
method shall be cousistently folloived with respect to all deductious (iucluding 
dividends and siuiilar distributions to policyholders) and all items of income. 

(b) If the method of accounting so employed is the cash receipts and disburse- 
n&ents method, the deduction is liniited to the divideuds and similar distributions 
actually paid to poli«vholders in tlie taxable year. If, on the other hand, the 
niei, hod of accountiug so employed is the accrual method, the deduction, or a 
reasonably accurate estinmte thereof, for dividends:ind similar distributions 
declared to policyholders for any taxable year will, in general, be coniputed as 
folloivs: 

To dividends and similar distributious paid duriug the taxable rear add 
the amount of divideuds aiul similar distributions declared but unpaid at 
the end of the taxable vear and deduct dividends and similar distributions 
declared but unpaid at the beginning of the t&&xable year. 

If an insurance conipany using the accrual method does not compute the deduc- 
tion for dividends and siiuilar distributions declared to policyholders in the 
manner stated, it must subniit ivith its return a full and complete explaiiatioii 
of the nianner in which the deduction is computed. For the rule as to when 
dividends are- considered paid, see the regulations under section, "&01. 

PAR. 9. Section 1. 882 is amended by revising pa, ragraph (4) of sec- 
tion 832(b), by revising paragraphs (, '&) and (8) of section 882(c), 
and by a, dding a histo~rical note. These amended provisions and 
added historical note read as follows: 
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$ 1. 832 STATUTURY PRovIBIUNs; INsURANcE CoMPANY TAZABLE INcoIIE. 
SEC. 832. IXSTJRAXCE COiIPAXY TAXABLE IXCOME. 

(a) DEFINPFIov oF TAxABIE IycoIIE. 
(b) DFFI VITIONS. 

(4) PREMIUMS EARVED. — The term "premiums earned on insur- 
ance contracts during thc taxable year" nIeans an amount coID- 
puted as follows: 

(A) From the amount of gross prenfiums Ivritten on insur- 
ance contracts during the taxable year, deduct return premiums 
and premiums paid for reinsurance. 

(B) To the result so obtained, add unearned premiums on 
outstanding business at the end of the preceding taxable year 
and deduct unearned premiums on outstanding business at the 
end of the taxable year. 

For purposes of this subsection, unearned premiunIs shall include life 
insurance reserves, as defined in section 801(b), pertaining to the life, 
burial, or funeral insurance or annuity business of an insurance company 
subject to the tax imposed by section 831 and not qualifying as a life 
insurance coInpany under section 801. 

(c) DEDL UTIoys ALLowED. 
(6) Capital losses to the extent provided in subchapter P (sec. 

1201 and following, relating to capital gains and losses) plus losses 
from capital assets sold or exchanged in order to obtain funds to 
meet abnormal insurance losses and to provide for the payment 
of dividends and similar distributions to policyholders. Capital 
assets shall be considered as sold or exchanged in order to obtain 
funds to meet abnormal insurance losses and to provide for the 
paynIent of dividends and similar distributions to policyholders to 
the extent that the gross receipts from their sale or exchange are 
not greater than the excess, if any, for the taxable year of the sunI 
of dividends and similar distributions paid to policyholders in their 
capacity as such, losses paid, and expenses paid over the sum of 
the items described in section 822(b) (other than paragraph (1) 
(D) thereof) and net premiuIns received. In the application of 
section 1212 for purposes of this section, the net capital loss for the 
taxable year shall be the amount by which losses for such year from 
sales or exchanges of capital assets exceeds the sum of the gains 
from such sales or exchanges and whichever of the following 
amounts is the lesser: 

(A) The taxable income (computed without regard to gains 
or losses from sales or exchanges of capital assets or to the 
deductions provided in section 242 for partially tax-exempt 
interest); or 

(B) Losses from the sale or exchange of capital assets sold 
or exchanged to obtain funds to meet abnormal insurance 
losses and to provide for the payment of dividends and similar 
distributions to policyholders; 

(8) The depreciation deduction allowed by section 167 and the 
deduction allowed by section 611 (relating to depletion); 

[Sec. 832 as amended by sec. 3(b) (1), (2), and (3), Life Insurance 
Company Tax Act 1055 (70 Stat. 48) ] 

PAR. 10. Section 1. 841 is amended by revising section 841(1) and 
adding a historical note. This amended provision and added his- 
torical note read as follows: 

$ 1. 841 STATUTQRY PRovIsIoys; CREDIT FoR FUREIGN TAXEs. 

SEC. 841. CREDIT I'OR FOREIGX TAXES. 
(1) In the case of the tax imposed by section 80", the life insurance 

comlrany taxable income (as defined in section 802 (b) ), and 
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[Scc. 841 as a&nended by sec. »(4), I. ife Insur&nce Company Tax Act 
1'. ). » (70 Ht:&t. 49); se«. 8(b), Life Iusu&';&n&e Coun&any In«on&e Tax 
Act 19, &9 (75 Slat. 189) ] 

P. IR. 11. Section ]. 8-] ' is amended by ad(ling a historical note at the 
end thereof. This added historic)&l note reads as follows: 

$ 1. 84'& STATUTCRY PRov&sIGNs ] COI&PUTATIGN ol' GRoss Ixco&II'. . 

SEC, 842. COllPUTATI()N Ol' GROSS INCOi(E. 
[Se&. 84' as a&nended by sec. 6(o), Life Insurance Company Tax Act 

19&&fi (70 Stat. 49); sec. 8(f) (1), Life Insurance Co&npany Income Tax 
Ac& 1909 (75 Stat. 140) ] 

PAE. 12. There is inserted immediately after $ 1. 842 the follolving 
net sec[Ion: 

c) 1. 848 STATUTORY PROYISIONS; ANNUAL A. CCOUNTING PERIOD. 

SEC. 848. ANNUAL ACCOl'NTING PERIOD. 
For purposes of this subtitle, the annual accounting period for each 

insurance con)pany subject to a tax imposed by this subchapter shall be 
the calendar year. 
[Sec. 848 as added by sec. 4(a), Life Insurance Coml&any Tax Act 19»: 
(70 Stat. 48)] 

PAR. 13. Section 1. 891 is amended by revising section 891 and the 
historical note. This amended provision and historical note read as 
fo][ows: 

$ 1. 891 STAT&, 'TGRY PRovISIGNs; DGURIING or RATEs GF IAX ox CITIzENs ANI& 

CORFGRATIONs oF CERTAIN FGRFIGN COUNTRIES. 

SEC. 891. DOUBLING OF 15ATES OF TAX ON ( ITIZENS AN)) 
CORPORATIONS OF CERTAIN FOREI('N COI. NTRIES. 

Vghenever the President finds that, under the laws of any foreign 
country, citizens or corporatious of the United States are being sub- 
je&:ted to discriminatory or extraterritorial taxes, the President shall 
so proclaim and the rates of tax imposed by sections 1, 8, 11, 80o. 
821, 881, 8:&-', 871, and 881 shall, for the taxable year during which 
such procla)uation is made and for. each taxable year thereafter, be 
doubled in the case of each citizen and corporation of such foreigu 
country; but the tax at such doubled rate shall be considered as imposed 
by such sections as the case may be. In no case slmll this section oper- 
ate to increase the taxes imposed by such sectious (co&nputed without 
reg. ;&rd to this section) to an a&nount in excess of 80 perceut of the tax- 
able income of the taxpayer (computed Ivithout regard to the deduc- 
tions allo&vable under section 1. &1 and under part VIII of subchapter 
B. ) Avhenever the President finds that the laws of any foreign country 
&vith respe& t to &vhich the President has macle a proclamatiou under the 
preceding provisions of this section have been modified so that discriu&i- 
natory aml extraterritorial taxes applic&&ble to citizens and corporations 
of the United Si, ates have been re&noved, he shall so proclai»1, and the 
provisions of this sec&. ion providing for. doubled rates of tax shall not 
apply to any citizen or corporation of such foreign country Ivith respect 
to any taxable year beginning after such proclaruation is n&ade. 
[Se&. . 891 as an&ended by sec. O(0), Life lnsurauce Corn[&auy Tax Act 
19, »; (70 St:&t. 49); sec, 8(f) (1), Life Insurance Con&pany Iucome Tax . Xct 19&9 (78 Stat. 140) ] 

PAR. 14. Section 1. 1016 is amended by revising paragraphs (3) 
A. ) and (P&) of section 1016(a), by adding paragraphs (:&) (C) and 
17) to section 1016(a), and by levising the historical note. These 

amended and added provisions and amended historical note read as 
follows: 
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$ 1. 1016 STATUToRY PRCVIBIDNB ', ADJUSTItENT To BASIs. 
SEC. 1016. ADJUSTMENT TO BASIS. 

(a) GENERAL. RULE. 

(8) 
(A) Before i%larch 1, 1918, 
(B) Since Irebruary 28, 1918, during which such property 

was held by a person or an organization not subject to income 
taxation under this chapter or prior income tax laws, and 

(C) Since February 28, 1918, and before January 1, 1958, 
during which such property was held by a person subject to 
tax under part I of subchapter L (or the corresponding pro- 
visions of prior income tax laws), to the extent that paragraph 
(2) does not apply, 

(17) In the case of any evidence of indebtedness referred to in 
section 818(b) (relating to amortization of premium and accrual 
of discount in the ease of life insurance companies), to the extent 
of the adjustments required under section 818(b) (or the corre- 
sponding provisions of prior income tax laws) for the taxable vear 
and all prior taxable years; 

[Sec. 1016 as amended by sec. 4(c), Act of June 29, 1956 (Pub. Law 629, 
84th Cong. , 70 Stat. 407 [C. B. 1956 — 2, 1165]); sec. 8 (d) (1) and (2), 
Life Insurance Company Income Tax Act 1959 (78 Stat. 189) ] 

PAR. 15. Section 1. 1016 — 4 is amended to read as follows: 
f 1. 1016 — 4 EXIIAUBTICN» WEAR AND TEAR~ OBBDLEBOENE~ AMCRTIzATION~ AND 

DEPLETIQN; PERIoDs DURING WHIGH INcoME WAB NGT SUBJEcT To TAX. — (a) 
Adjustments to basis must be made for exhaustion, wear and tear, obsolescence, 
amortization, and depletion to the extent actuallv sustained in respect of: 

(1) Any period before March 1, 1918, 
(2) Any period since February 28, 1916, during which the property was 

held by a person or organization not subject to income taxation under chapter 1 
of the Code or prior income tax laws, aud 

(8) Any period since February 28, 1918, and before January 1, 1958, during 
which the property was held by a person subject to tax under part I, subchapter 
L, chapter 1 of the Code, or prior income tax law, to the extent that section 
1016 (a) (2) does not apply. 

(b) The amount of the adjustments described in paragraph (a) of this section 
actually sustained is that amount charged oi'f on the books of the taxpayer where 
such amount is considered by the Commissioner to be reasonable. Otherwise, 
the amount actually sustaiued will be the amount that would have been allowable 
as a deduction: 

(1) During the periods described in paragraph (a) (1) or (2) of this 
section, had the taxpayer been subject to income tax during those periods, or 

(2) During the period described in paragraph (a) (8) of this section, 
with respect to property held by a taxpayer described in that paragraph, 
to the extent that section 1016(a) (2) was inapplicable to such property 
during that period. 

In the ease of a taxpayer subject to the adjustment required by subparagraph 
(1) or (2) of this paragraph, depreciation shall be determined by using the 
straight line method. 

PAR. 16. Section 1. 1016 — 5 is amended by adding a new paragraph 
(n) at the end thereof. This added provision reads as follows: 

$ 1. 1016 — 5 ihIISCELLANEOUS ADJUSTMENTS To BASIS. 

(n) Jife insurance coaipmiics. — In the case of any evidence of indebtedness 
referred to in section 818(b), the basis shall be adjusted to the extent of the 
adjustments required under section 818(b) (or the corresponding provisions 
of prior income tax laws) for the taxable year and all prior taxable years. 
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The basis of auy such evidence of indebtedness shs. ll be reduced by the amount 

of the adjustmcut required under section 818(b) (or the corresponding pro- 

vision of prior income iax laws) on account of amortizable premium aud shall 

be increased by the amount of the adjustment required under section 818(b) 
on account of accruable discounts. 

PAR. 17. Sect, ion 1. 1901 is amended by revising the portion of 
section 1901(a) which precedes paragraph (1), by ~adding subsection 

(c), and by revising the historical note. These amended and added 
provisions and anlended historical note read as follows: 

r& 1. 1201 STATUTDRY PRovIsIONs; ALTERNATIYE TAx. 

SKC. 1201. ALTKI(NATIVE TAX. 
(a) CORBORATIONS. — If for any taxable year the net long-term capital 

gain of any corporation exceeds the net short-term capital loss, then, in 
lieu of the tax imposed by sections 11, 511, 821 (a) (1) or (b), and 
831(a), there is hereby imposed a tax (if such tax is less than the tax 
imposed by such sections) vvhich shall consist of the sum of— 

(c) LIRE INsURANcE CoMI AI&IEs. — For alternative tax in case of 
life insurance courpanies, see section 802 (a) (2) . 
[Sec. 1201 as amended by sec. 5(7), Life Insurance Corupany Tax Act 
1955 (70 Stat. 49); sec. 3(f) (2), Life Insurance Company Inconre Tax 
Act 1959 (73 Stat. 140) ] 

PAR. 18. Paragraph (a) of $ 1. 1201 — 1 is amendecl to read as follows: 

rj 1. 1201 — 1 AI TERNATIvE TAx. — (a) Corporatiora — In case the net long-term 
capital gain of any corporation exceeds the net short-tern& capital loss, section 
1201(a) imposes an alternative tax in lieu of the tax imposed by sections 11, 511, 
821 (a) (1) or (b), and 831(a), if Rnd ouly if such alternative tax is less than 
the tax imposed by such sections. For taxable years beginning after December 
31, 19 &4, and before January 1, 1958, the alternative tax shall also be in lieu of 
ihe tax imposed by section 802(a), as amended by the Life Insurance Cou&pany 
Tax A«t for 19. »& (70 Stat. 38), if such alternative tax is less than the tax imposed 
by such section. See section 802(e), as added by the Life Insurance Company 
Tax Act for 1955 (70 Stat. 39). However, for taxable years beginning after De- 
cember 31, 1958, section 802(a) (2), as amended bv the Life Insurance Con&pany 
Income Tax Act of 1959 (73 Stat. 115), imposes a separate tax equal to 2 & percent 
of the amount by which the net long-term capital gain of any life insurance com- 
pany (as defined in section 801(a) and paragraph (b) of r& 1. 801 — 3) exceeds its 
net short-term capital loss. See paragraph (f) of $ 1. 802 — 3. The alternative tax 
is not in lieu of the personal holding company tax imposed by section 541, or of 
any other tax not specifically set forth in section 1201(a). The alternative tax is 
the sum of (1) a partial tax conrputed at the rates provided in sections 11, 511, 802 
(a) (for taxable years beginning after Decenrber 31, 19. &4, and before January 1, 
1958), 821 (a) or (b), and 831(a) ou the taxable inconre of the taxpaver de- 
creased by the amount of the excess of the net long-term capital gain over the net 
short-term capital loss, and (2) an an&ount equal to 25 percent of such excess or, 
in the case of a taxable year beginning before April 1, 1954, an anrount equal to 2G 
percent of such excess. In the computation of the partial tax the special 
deductions provided for in sections 243, 244, 245, 247, 922, and 941 shall not be 
recomputed as the result of the reduction of taxable income by the excess of net 
ion. -tenn capital gain over net short-tern& capital loss. 

PAR. 10. Section 1. 11 is anlended. by revising section 11(b) and the 
historical note. This amended provision and historical note read 
as follows: 

$ 1, 11 STATUTDRY PRovIBIONs; TAX IMPosED. 

SEC. 11. TAX Il!IPOSED. 
(a ) CORPORATIDNs IN GENERAL. 
(b) Nor&1rxr. TAx. — 

(1) TAXABLE YEARs BEGI&NNIvo BEEDRE JULY 1, 1RGB. — In the case 
of a taxable year beginning before July 1, 1903, the uormal t:rx is 
equal to 30 percent of the taxable income. 
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(2) TAYABLE YEARs BFGIvvTN(i AFTER JUNE so, 1(&as. — In the ense 
of: & taxable year beginning after June 30, 1063, the norn&al tax is 
equal to 2 & percent of the tazable income. 

=r. e 

[Sec. 11 as aluended by sec. ', Taz Rate Extension Act 10&3 (60 Stat. 
114); sec. 2, Tax Rate Eztensiou Act 1036 (70 Stat. 66); sec. 2, Tax 
Rate I:ztension Act 10o7 (71 Stat. 0); sec. 2, Tax Rate Ezieusiou Act 
10O8 (72 Stat. 200); sec. 2, Taz Rate k:xtension A(t 19&&0 (73 Stat. 167); 
sec. 201, Public Debt an(1 T;&z Rate Eztension Act 1960 (74 Stat. 290); 
sec. 2, Tax Rate Extension Act 1961 (7, & Stat. 193); sec. 2, Tax Rate 
Extension Act 1062 (76 Stat. 114) ] 

P(R. 20. Paragraph (c) of $ 1. 11 — 1 is amende(l to read as follows: 
$ 1. 11 — 1 TAX oN CGRPGRATIo&zs. 

(c) The norulal tax is coml&uted by applying to the taxable income the 
rate of taz in effect for the taxable year. The rates of tax applicable for the 
respective taxable years are as folio&vs: 

Peree»t 
For taxable years beginning before July l, 1063 30 
For taxable years beginning after June 30, 1063 

PAR. 21. Section 1. 803 is amended by revising the historical note. 
This revised historical note reads as fol]olvs; 

$ 1. 803 STATUTGRY PRovlsICNs; LIFE INsURAlvcE Col(PANIES' , INcoME AND 
DEDUCTIoiV S. 

SEC. 803. IXCOJIE AXD DEDUCTIOXS. 
(a) APPLIcATIoN oF SEcTIGN. 

[Sec. 803 as a&nended by sec. 2, Life Insurance Co&npany Tax Act 105o 
(70 Stat. 30). Sec. 803, as set forth herein, is applicable only for 
taxable years beginning after December 31, 10;&4, and before January 1, 
10:&8; hoivever, the regulations set forth belovv do not reflect amend- 
&nent of sec. 803 by sec. 2, Life Insurance Company Taz Act 1955. 
See I) 1. 803 — 7. For taxable years beginning after December 31, 1037, see 
subch. I. as amended by sec. 2, Life Insurance Company Income Tax 
Act 1060 (73 Stat. 112) ] 

PAR. 22. Section 1. 807 is amended by adding a historical note at 
the end thereof. Tllis added historical note reads as follows: 

&] 1. 807 STATITTORY PRovIslovs; LIFE INTGURANcE CCMPANIEs; FDREIGN LIFE 
INSURANCE COMPANIES. 

SEC. 807. FOREIGX LIFE INSURANCE CO5IPAXIES. 
(a) CARRYING oN UNITED STATEs INsURANOE BUGINEss. 

[Sec. 807 is applicable only for taxable years beginning after Decem- 
ber 31, 1053, and before January 1, 1055. For taxable years beginning 
after December 31, 1054, and before January 1, 10;&8, see sec. 816 as 
added by sec. 2, Life Insurance Company Tax Act 1065 (70 Stat. 36). 
For taxable years beginning after December 31, 1957, see sec. 819 as 
added by sec. 2, Life Insurance Company Inconle Tax Act 1060 (73 
Stat. 112) ] 

PAR. 23. Section 1. 809 is amended by revising paragri(ph (11) of 
section 809(d) and the historical note. These amended provisions 
read as follows: 

I& 1, 809 STATUTCRY PRovIslo. is; LIFE INsl RANci: Col&PANIEs; IN GENERAL. 

SEC. 800. IN GEXIi. 'RAL. 
(d) DEDUCTIONS. 

(11) CERTAIN ITUTUAI IzA'rlov DISTRIBUTIONS. — The amount of dis- 
tributions to shareholders made iu 1938, 10O0, 1060, and 1961 in 
acquisition of stock pursuant to a plan of nlutualization adopted 
before January 1, 1038. 

A 
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[Sec. 800 as added by sec. 2, I. ife Insurance Company Income Tax Act 

1059 (73 Stat. 121); amended by sec. 2, Act of June 27, 1061 (Pub. 
Law 87 — 50, 75 Stat. 120 [C. B. 1061 — 2, 20o~] ) ] 

PAR. 24. Paragraph (a) (11) of I) 1. 809 — 5 is amended to read as 

follows: 
[[ 1. 800 — o DEDUCTIONS. — (a) DEDUCTIONS ALLOWED. 

(11) CERTAIN IJUTUALIZATICN DISTRIRUTIDNs. — The amount of distributions to 

shareholders actually made by the life insurance company in 1958, 1950, 1066, 

and 1061 in acquisition of stock pursuant to a plan of niutualization adopted 

by the conipany before January 1, 19, &8. If such deduction is claimed, there 

must be attached to the return of the conipany claiming such deduction a certi- 

fied copy of the plan of niutualization and proof that such plan was adopted prior 

to January 1, 1058. See section 800(g) and $1. 809 — 8 for liinitation of such 

deduction. 

PAR. 25. Section 1. 818 is amended by revising the historical note. 

This revised historical note reads as folio~vs: 
1 813 STATUTDRT PRovIsIDNs i LIFE INEURANcE Co &IPANIEs i ADJUGTMENT FoR 

CERTAIN RESERVES. 

SEC. 813. ADJUSTMENT FOR CERTAIN RESERVES. 
[Sec. 813 as added by sec. 2, Life Insurance Company Tax Act 10, », 

(70 Stat. 4(i). Sec. 813 is applicable only for taxable years beginning 
after Deceinber 31, 1054, and before January 1, 1958. For taxable years 
beginning after Deceniber 31, 1957, see subch. L as amended by sec. 2, 
I. ife Insurance Company Iucome Tax Act 1059 (73 Stat. 112) ] 

PAR. 26. Section 1. 816 is amended by revising the historical note. 
This revised historical note reads as follov-s: 

J[ 1. 816 STATUTDRT PRovISIoivs; LIFE INsURAlvcE CQMPANIEs j FoREIGN LIFE 

INGURANOE COAIPANIEs. 

SEC. 816. FORLIGX LIFE INSURANCE COiifPANIES. 

(a) CARRYIIIG oN UNrrrn STATEs INsURANOE BURINEss. 

[Sec. 816 as added by sec. 2, Life Insurance Company Tax Act 195D (70 
Stat. 46). Sec. 816 is applicable only for taxable years beginning after 
December 31, 10 &4, aud before Jauuary I, 10. &8. I'or taxable years be- 
ginning after Deceinber 31, 1053, and before Jauuary 1, 1955, see sec. 
807. For taxable vears beginning after December 31, 1057, sce sec. 810 
as added by sec. 2, Life Insurance Company Incoiue Tax Act 1959 (73 
Stat. 112) ] 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1%4 (68A Stat. 917; 
26 U. S. C. 7805). ) 

MourrlER M. CAPr, rN, 
Co&JJmiss[oner of Internal Aeuenue 

Approved August 27, 1062. 
STANLEY S. SLJIIIIEV, 

Aavi'stant 8eoretary of the Treasury. 
(Filed by the Divisiou of the Federal Register. on Aug'ust 30, 1962, 8:51 a. m. , 

and published in the issue of the Federal Register for August 31, 1062, 27 
F. R. 8717) 
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Subpart C, — Gain and Loss from Operations 

SECTION 809. — IX GENERAL 
26 CFR 1. 809 — 4: Gross amount. 

Amounts a life insurance company charges itself representing 
premiums with respect to liability for insurance and annuity benehts 
for its employees. See T. D. 6610, page 154. 

PART II. — MUTUAL INSURANCE COMPANIES tOTHER TIIAN LIFE AND CERTAIN 
MARINE INSURANCE COMPANIES AND OTHER THAN FIRE OR FLOOD INSURANCE 
COMPANIES WHICH OPERATE ON BASIS OF PERPETUAL POLICIES OR PRE- 
MII. M DEPOSITS) 

SKCTIOX 821. — TAX ON MUTUAI, IXSURAXCE 
COiAIPANIES TO WHICFI PART II APPLIES 

26 CFR 1, 821: Statutory provisions; tax 
on mutual insurance companies (other 
than life or Inarine or fire insurance 
companies issuing perpetual policies). 

Extension of existing 30 percent, normal-tax rate to July 1, 1963. 
See T. D. 6610, pagre 154. 

SECTION 822. DETERMINATION OI TAXABLE 
IXVKSTMEXT IXCOIIE 

26 CFR 1. 822: Statutory provisions; 
determination of mutual insurance 
company taxable income. 

Determination of gross investment income and allowable cleduc- 
tions for purposes of computing mutual insurance company taxable 
income. See T. D. 6610, page 154. 

SFCTION 823. — DETERMINATIOX OI' STATUTORY 
UNDERWRITING INCOME OR LOSS 

26 CFR 1. 823 — 3: Taxable years a8ected. 

Meaning of "net premiums" and "dividends to policyholders" for 
purposes of determining mutual insurance company taxable income 
for t, axable years beginning after December 31, 1954, See T. D. 6610, 
page 154. 
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SUBCHAPTER M. — REGULATED INVESTMENT COMPANIES AND 
REAL ESTATE INVESTMENT TRUSTS 

SECTION 852. — TAXATION OF REGULATED INVESTMENT 
COMPANIES AND THEIR SHAREHOLDERS 

26 CFR 1. 852 — 8: Investment company taxable inconIe. 

Deduction by a regulated investment company for dividends re- 
ceived, See Rev. Rul. 62 — 196, page 170. 

SUBCHAPTER N. — TAX BASED ON INCOME FROM SOURCES WITHIN 
OR WITHOUT THE UNITED STATES 

PART II. — NONRESIDENT ALIENS AND FOREIGN CORPORATIONS 

Subpart A. — Nonresident Alien Individuals 

SECTION 871. — TAX ON NONRESIDENT 
ALIEN INDIVIDUALS 

26 CFR 1. 871 — 2: Determining residence of 
alien individuals. 

Taxation of an estate of a nonresident alien decedent which is sub- 
ject to domiciliary administration in a foreign country and ancillary 
administration in the United States. See Rev. Rul. 62 — 154, page 148. 

SUBCHAPTER O. — GAIN OR LOSS ON DISPOSITION OF PROPERTY 

PART I. — DETERMINATION OF AMOUNT OF AND RECOGNITION OF GAIN OR LOSS 

SECTION 1001. — DETERMIXATIOX OF AMOUNT OF AXD 
RECOGNITION OF GAIN OR LOSS 

26 CFR 1. 1001 — 1: Computation of gain or loss. 

Transfer of appreciated stoclr to divorced wife in return for release 
of lier marit&al rights. See Ct. D. 187;&, page 15. 

SECTIOX 1002. — RKCOGXITIOX OF GAIN OR LOSS 

26 CFR 1. 1002 — 1: S;iles or exchanges. 

Transfer of appiiecialetl sin& k to divorced wife in return for release 
of her m:irit:il riglits. Sce Ct. D. 187;&, piige 15, 
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PART II. — BASIS RULES OF GENERAL APPLICATION 

[f 1033. 

SECTION 1016. — ADJUSTMENTS TO BASIS 
26 CFR 1. 1016: Statutory provisions; 

adjustments to basis. 

Rules for adjustments to basis in the case of life insurance com- 
panies. See T. D. 6610, page 154. 

PART IIL — COMMON NONTAXABLE EXCHANGES 

SECTION 1031. — EXCHANGE OF PROPERTY FIELD FOR 
PRODUCTIVE USE OR INVLSTMEiNT 

26 CFR 1. 1031(b) — 1: Receipt of other property 
or money in tax-free exchange. 

Recognition of gain where cash is received in a tax-free exchange of 
United States obligations. See Rev. Rul. 62-211, page 177. 

SECTION 10M. — EXCHANGE OF STOCK FOR PROPERTY 

26 CFR 1. 10M — 1: Disposition by a corpora- 
tion of its own capital stock. 

Compensation payments by a corporation to its employees in the 
form of the corporation's treasury stock. See Rev. Rul. 62 — 217, 
pa, ge 59. 

SECTION 1033. — INVOLUNTAR Y CONVERSIOiNS 

26 CFR 1. 1033 (a) — 1: Involuntary conversions; 
nonrecognition of gains. 

The purchase of uncultivated laud and young apple trees and 
expenses incurred in planting the trees on the land, immediately 
following the requisition of a taxpayer's apple orchard by a state 
agency, represents the purchase of property similar or related in 
service or use, for the purposes of section 1033(a) (3) of the 
Internal Revenue Code of 1954, relating to the nonrecognition of 
gain in certain involuntary conversions. 

Costs of bringing the voung apple trees to a productive state do 
not constitute replacement costs for purposes of section 1033 of the 
Cocle. 

Revenue Ruling 59 — 8, C. B. 19o9 — 1, 202, distinguishetl. 

Advice has been requested whether the purchase of uncultivated 
land and the planting of apple trees thereon, following the requisition 
of the taxpayer's apple orchards by a state agency in the exercise of 
the state's power of eminent domain, represents a purchase of prop- 
erty similar or related in seI vice or use for purposes of the nonrecogni- 
tion of gain provisions of section 1033 (a) (3) of the Internal Revenue 
Code of 1954. 
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The taxpayer's apple oichards were taken by an agency of a state 
govenunent as pal't of tlie land aA'ected by the construction of;1 dam. 
He received an award covering both the value of the land and the 
a. pple trees. Because of the scaI. city of apple orchard property in the 
area, the taxpayer proceeded to purchase uncultivated land and to 
plant nursery stock apple trees ranging from one to two years of age. 
In addition to the cost of the nursery stock, the taxpayer incurred 
other expenditures incident to the planting of these trees. 

Section 103o& of the Code provides, in p&qrt, &as follows: 
(a) GENERAL ROLE. — If property (as a result of its destruction in whole or 

in part, theft, seizure, or requisition or condenmation or threat or imn1inence 
thereof) is compulsorily or involuntarily converted— 

(8) CoNvERsIQN IIvTo MCEEY wiiERE DIsrosITIox occT. RRED AFTER loso. — 
Into Money:. " " " the gain (if any) shall be recognized except to the 
extent hereinafter provided in this paragraph: 

(A) NoxREOCGNITIoN oF GAIR. — If the taxpayer during the period 
specified in subparagraph (8), for the purpose of replacing the property 
so converted, purchases ot:hcr property similar or related in service or 
use to the property so converted "':::: ~ at the election of the tax- 
payer the gain shall be recognized only to the extent that the amount 
realized upon such conversion (regardless of whether such amount is 
received in one or niore taxable years) exceeds the cost of such other 
property ": ~ *. Such election shall be made at such time and in 
such manner as the Secretary or his delegate may by regulations 
prescribe. 

Subparagraph (B), above referred to, requires that the replacement 
property be acquired ~within the period beginning with the date of. the 
threat or imminence of condemnation and ending one year after the 
lirst taxable year in which any gain is realized, or, as provided in 
section 1. 1088(a) — 9(c) (8) of the Income Tax Regulations, at such 
later date as may be designated by the district director of internal 
revenue in the taxpayer's district at the request, of the taxpayer. 

It is essential to the application of section 1083(a) (8) of the Code 
that the acquired property be "similar or related in service or use" 
to the. property involuntarily converted. The new property, however, 
need not be identical with the old, since precise duplication is often 
iinpossible. It is sufhcient for the purposes of section 1083(a) (8) of 
the Code, that the taxpayer, whose orchard property li as been involun- 
t;irily converted by the state agency„acquires land and plants young 
fruit trees. In doing so, the cost, of land, young trees, and all the 
expenses incurred in connection with the planting of such~trees qualify 
as replacement costs, provided they are incurred during the replace- 
ment period. 

However, any costs attributable to the young trees beyond the plant- 
ing stage would not qualify as replacement costs because this would 
ex~tend the replacement period beyond a reasonable period as con- 
templated by law. 

In Revenue Ruling 59 — 8, C. B. 1050 — 1, 902, a taxpayer's wheat crop, 
ready for harvesting, was destroyed by hail. It was held tliat (1) 
expenditure of the insurance proceeds in the purchase of another 
standing crop qualified as a replaceinent with property similar or 
related in use bnt (~) expenditure of the proceeds in the planting of a 
neiv crop did not so qu;ilify. The planting of a new crop ivas a course 
of action which the farmer would undert~ake in the regular course of 
business, wholly without regard to whether the prior crop had been 
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destroyed by hail or had been lrarvested at maturity. It could not, 
therefore, be said to have been done "for the purpose of replacing the 
property * ~ * converted, " the qualifying condition set Forth 
in section 1088(a) (8) (A) of the Code. The purchase of another 
standing crop, however, by one engaged in the business of growing. 
crops, was clearly "for the purpose of replacing" the previously 
destroyed crop, since there was no other reason for such a purchase. 
Similarly, in the subject case, there was no reason for the taxpayer. 
who had owned a productive orchard subsequently lost through con- 
demnation, to purchase unproductive land and to plant youn~g trees 
thereon except "for the purpose of replacing" the condemned orchard, 
The treatment outlined herein is, therefore, consistent with that pre- 
scribed in Revenue Ruling 59 — 8. 

Accordingly, it is held that the purchase of uncultivated lancl and 
the plantin~& of young apple trees thereon, following the requisition 
of the taxpayer's apple orchards by a state agency in the exercise of 
the state's power of. eminent domain during the taxable year, repre- 
sents a purchase of property similar or related in service or use for 
purposes of section 1033 of the Code. 

It is further held that the costs of bringing the young apple trees 
to a, productive state do not constitute repl~acement costs for purposes 
of section 1088 (a) (8) of the Code. 

Pursuant to the authority contained in section 7805 (b) of the Code, 
the provisions of this Revenue Ruling pertaining to the costs of 
bringing the young apple trees to a prodtictive state will not be applied 
to involuntary conversions which occurred prior to January 1, 1962. 

Revenue Ruling 59 — 8, sttpre, distinguished. 

SECTION 1087. — CERTAIN EXCHANGES OF UNITED 
STATES OBLIGATIONS 

(Also Section 1081; 26 CFR 1. 1081(b) — 1. ) Rev. Rul. 62 — 211 
Under section 1067(a) of the Internal Revenue Code of 1954, no 

gain or loss will be recognized upon the exchange of the 3+a per- 
cent Treasury Certificates of Indebtedness of Series A — 1966; 2s/s 
percent Treasury Notes of Series A — 1966; 6~/4 percent Treasury 
Notes of Series E — 1966; 6~/4. percent Treasury Certificates of In- 
debtedness of Series B — 1966; 6~/q percent Treasury Notes of Series 
D — 1966; or the 4 percent Treasury Notes of Series B — 1966, as 
offered by Treasury Department. Circulars, Public Debt Series 
Xos. 15 — 62 and 16 — 62, dated September 10, 1962. 

In the Treasury Department circulars listed below, the Secretary of 
the Treasuiy overed the Treasury Bonds and Notes specified in ex- 
change for other Treasury securities as follov s: 
Treasury Department Circular, Public Debt Series No. 15-62, Dated September 

10, 1962, 27 F. R. 9189 

litotes offered 

36/4 percent Treasury Notes of 
Series A — 1967 at 99. 50 percent 
of their face value. 

Exchange accepted 

81/2 percent Treasury Certificates 
of Indebtedness of Series A— 
1968, dated February 15, 1962, 
due February 15, 1968. 
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bootee offered 

percent Treasury Xotes of 
Series A — 1067 at 00. 00 percent 
of their face value. 

86/4 percent Treasury Notes of 
Heties A-1067 at 99. 60 percent 
of their face value. 

86/4 percent Treasury Notes of 
Series A — 1067 at 90. 60 percent 
of their face value. 

percent Treasury Notes of 
Series A — 1967 at, 09. 60 percent 
of their face value. 

38/4 percent Treasury Notes of 
Series A — 1067 at 00. 00 percent 
of their face value. 

Eactiaage accepted 
percent Treasury Notes of 

Series A — 1968, dated April 15, 
1058, due February 15, 1968. 

81/4 percent Treasury Xotes of 
Series E — 1068, dated November 
15, 1961, due February 15, 1968. 

81/& percent Treasury Certificates 
of Indebtedness of Series B- 
1068, dated Mny 15, 1069, due 
May 15, 1968. 

8&/4 percent Treasury Xotes of 
Series D — 1968, dated May 15, 
1961, due May 15, 1068. 

4 percent Treasury Notes of 
Series B — 1068, dated April 1, 
1050, due May 15, 1068. 

Treasury Department Circular, Public Debt Series No. 16-62, Dated September 
10, 1962, 27 F. R. 9182, As Corrected in 27 F. R. 9417 

B07lds offered Eachungee accepted 

4 percent Treasury Bonds of 1972 81/a percent Treasury Certificates 
nt 99. 80 percent of their face of Indebtedness of Series A— 

value. 1068, dnted February 15, 1062, 
due February 15, 1968. 

4 percent Treasury Bonds of 1972 2% percent Treasury Xotes of 
nt 99. 70 percent of their face Series A — 1068, dated April 15, 
i nine. 1958, due February 15, 1068. 

4 percent Treasury Bonds of 1070 81/4 percetit Treasury Notes of 
at 00. 40 percent of their face Series E — 1068, dated November 
value. 15, 1961, due February 15, 1968. 

4 percent Treasury Bonds of 107'~ 81/4 percent Treasury Certificates 
nt 99. 40 percent of their face of Indebtedness of Series B- 
value. 1963, dnted May 15, 1969, due 

May 15 1068 
4 percent, Treasury Bonds of 1970 3t/4 percent Treasury Notes of 

at 00. 40 percent of their fnce Series D — 1963, dated May 15, 
vn]ne. 1061, due Mny 15, 1068. 

4 percent Treasury Bonds of 1072 4 percent Treasury Notes of 
at 98. 80 percent of their face Series B — 1068, dated April 1, 
value. 1959, due May 15, 1068. 
The income derived from the bonds nnd notes issued in exchange is 

subject, to all taxes imposed under the Internal Revenue Code of 
1054. The bonds nnd notes nre subject to estate, inheritance, gift or 
other excise taxes, ivhether Federnl or St, ate, but are exempt from all 
taxation novv or hereafter imposed on the principal or interest thereof 
by any State, or any of the possessions of the United States, or by 
any local taxing authority. 

The bonds nod notes ivill be acceptable to secure deposits of public 
moneys. They v-ill not be acceptable in payment of taxes. 



179 [( 1111. 

Pursuant to the provisions of section 1037(a) of the Code, the Sec- 
retary of the Treasury has declared that no gain or loss shall be 
recognized, for Federal income tax purposes, upon the exchange with 
the United States of the eligible securities enumerated herein solely 
for the 4 percent Treasury Bonds of 1972 or the 3s/@ percent Treasury 
Notes of Series A — 1907 as offered by the Department Circulars, Pub- 
lic Debt Series Nos. 15 — 62 and 10 — 02. 

IIowever, section 1(l31(b) of the Code requires ihe recognition of 
any gain realized on the exclrange to the extent tlrat money is re- 
ceived by the security holder in connection with the exchange. The 
payment due to the subscriber on accomlt, of the issue price of the notes 
and bonds to be issued is the Inaxin&um amount of gain, if any, rec- 
ognized at the time of the exchange. 

To the extent not recognized at the time of the exchange, gain or 
loss, if any, upon the obligations surrendered in exchange will be 
taken into account upon the disposition or rede»lption of the new 
obligat, ions. 

PART IX. — DISTRIBUTIONS PURSUANT To ORDERS ENFORCING THE ANTITRUST 
I. AWS 

SECTION 1111. — DISTI'IBUTION OF STOCI~ PURSUANT 
TO ORDER ENFORCING THE ANTITRUST LAV~S 

(Also Section 852; 26 CFR 1. 852 — 3. ) Rev. Rul. 02 — lq0 

An investment trust is a "qualifying shareholder, " for purposes 
of section 1111 of the Internal Revenue Code of 1054, for any vear 
in which it is taxable as a regulated investment company under 
subchapter M, chapter 1, subtitle A of the Code. 

Advice has been requested whether the trust described below is a 
"qualifying shareholder" within the meaning of section 1111 of the 
Internal Revenue Code of 1954. 

The T trust is an association taxable as a corporation, and, for 
many years, it, has been t&axed as a regulated investment company 
under subchapter M, chapter 1, subtitle A, of the Code. 

It owns stock in the X corporation. In 1002, 2' received a distri- 
bution from X of stock Ivhich X owned in the X corporation. This 
distribution was made pursuant to a court order enforcing the anti- 
trust laws and constituted a distribution of divested stock as defined 
in section 1111(e) of the Code. 

Section 1111(a) of the Code provides, in pertinent part, , that, a 
clistributioII of divested stocl. - (as defined in section 1111(e) of the 
Code) to a qualifying shareholder, to Ivhich section 301(c) (1) of the 
Code woulcl otherwise apply, shall be a distribution which is not, oui. 
of the earnings and profits of the distributing corporation. 

Section 1111(b) of the Code clefines the term "qualifying share- 
holder" as any shareholder other than a corporation which may be 
allowed a deduction under section 243, 244 or 245 of the Code with 
respect to dividends received. 

Section 8;&2(b) (2) of the Code requires certain adjustments to be 
njade in or&ler to convert, the taxable income of a regulated investlnent, 

074OS4' — 6, '3 IS 
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company into investment, company taxable income. One of the 
adjustments required is that the deductions for dividends received 
provided by sections 248, 244, and 245 of the Code shall not be al- 
lowed. See section 1. 852 — '3(c) of the Income Tax Regulations. 

In view of the foregoing, it is clear that T will not be allowed 
a deduction for dividends received, under section 243, 244 or 245 of 
the Code, for any taxable yeai in which it is taxable as a regulated 
investment company. Accordingly, it is held that T is a "qualifying 
shareholder, " for purposes of section 1111 of the Code, in any tax- 
able year (incluIling its t. axable year 1962) in which it is taxable 
as a regu]ated investment company. 

Therefore, the Y stock received by T from the X corporation 
during such years will be treated by T as a return of capital and the 
basis of the X' corporation stock in the hands of T Ivill be reduced 
by the amount of the distribution, that, is, the lesser of the fair 
market value of the X stock received or its adjusted basis in the hands 
of X' immediately before the distribution. If, however, the amount 
of the distribution so determined exceeds the basis of the X stock, the 
excess will be treated as gain from the sale or exchange of property 
under section 801 (c) (6) of the Code. 

If the amount of the distribution is deterIIIined to be the adjusted 
basis of the E' stock in the hands of X' immediately before the distribu- 
tion, the holding period of the I' stock in the hands of the taxpayer 
will include the period during which the Y stock was held by X. See 
section1228(2) of the Code. 

SUBCHAPTER P. — CAPITAL GAINS AND LOSSES 

PART I. — TREATMENT OF CAPITAL GAINS 

SECTION 1201. — ALTERNATIVE TAX 
26 CFR 1. 1201: Statutory provisions; 

alternative tax. 

Treatment of capital gains by life insurance companies for taxable 
years beginning af'teI December '3l, 1958. See T. D. 6610, page 154. 

PART III. — GENERAL RULES FOR DETERMINING CAPITAL GAINS AND LOSSES 

SECTION 1221. — CA. PTA. . L A. SSET DEFINED 
26 CFR 1. 1221 — 1: Meaning of terms. 

Goodwill in the sale of a professional practice. See Rev. Rul, 62 — 114, 
page 15. 
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SECTIOX 12'&. "&. — IIOLI)l. i(&- I'I Ix IOD OI»' PI+01'I', I&TY 

26 ('l'll 1. 1»:& — 1: Deten»i»;&tio» of period 
for which capital assets are held. 

I» Rove»&1&er 1000, a taxpayer purchased& for $1 each, rights iss«ed 
by a corporatio» ent&till&g' h»I&& upon pay»&p»t. Of $00& to subscr&I&c io 
a cle1&e»ture to be issued by such corporation. On December 1, 10'&ii, 

the taxi&aver subscril&eel for such debenture which w &s iss«ed o» 
December I0, 1060. The rlebe»i«re coniainecl a clause providing tl&at. , 

its holder»&ight &e&eive one share of co»&n&o» stock of the is~ski»« 
corporation «po» surrender of the debe»ture, accompa»ied by p&y- 
»&e»i of $5&0. The Iaxpayer presentecl the debenture, acco»&p&»ied 
by pay»&eni of ', j5&0 and received on'e share of common stock. D&. 'kl& 

(a) Xo gai» or loss was realized upon the surrender of the debentu&'c 
anrl payment of $50 for a share of corn»&o» stock in accorrla»ce with 
the terms contained in the debenture. (b) Each share of stock ac- 
quired has a split holding period for purposes of clcter»&ining long- 
ter»& or short, -terna capita~l gain or loss, that part of the tax~payer&s 

property i» each share of stock which is attributable, to his ownership 
of the debenture to be ireated as held beginning with and including 
the date on which the right to acquire the debenture was exercised, 
in accordance with sectio&& 122&0&(t&) of the Internal revenue Cocle of 
1054 ancl section 1. 1223 — 1(f) of the Income Tax Regulations, and that, 
part of the taxpayer's property in each share of ~stock which is at- 
tributable to the additional cash invest»&c»t required for the acquisi- 
tion of the stock to be treated as held beginning with the date 
following the date of acquisition. See I. T. . i287& C. B. 1080 — 1 (Part 1), 
188, and I. T. 8705, C. B. 1045, 174. 

It will be necessary to determine the portion of the taxpayer's 
property in the stock which is attributable to each component of the 
investment where the stock is disposed of at a tin&e when& in accord- 
ance with holding (b) above, there may be both long-term and 
short-term capital gain or loss from disposition. For example, as- 
sume that the fair market value of one share of stock on the date of 
conversion is $200. Of the taxpayer's $150 basis for each share of 
stock, $100 is his basis for that portion attributable to his ownership 
of the debenture and $50 is his basis for that, portion attributable to 
the additional cash investment. Since the market value of the stock 
was $200 on the date of conversion, it may fairly be said that the 
portion of such value attributable to his ownership of. the debenture 
was $150. ($200, the fair market value of the stock at the date of 
conversion less $50, the amount of cash required to eR'ect, the conver- 
sion. ) Thus, 150/200 of the taxpayer's property i» the sioclr is 
attributable to his ownership of the debenture and 50/200 of the 
taxpayer's property in the stock is attributable to his additional cash 
investment. If the stock is disposed of at a time when the split 
holding period is relevant in deter»&ini»g his tax liability, these frac- 
tions wi11 be applied to the amon»t realigned to determine the pori ions 
of the amount, realized ai, iributa, ble to the above components of his 
investment, , which have a basis of $150 and $50 respectively. The 
following table illustrates the manner of computing the gain. or loss 
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attributable to the taxpayer's oxvnership of the debenture (long-ternl) 
ancl his gain or loss attributable to the additional cash investment 
(short-term), assuming the amounts realized shown on line one froln 
the disposition of the stock: 

1. Total amount realized from disposi- 
tion of stock 

2. Portion of amount realized attribut- 
able to taxpayer's ownership of 
debenture. [150/200 of amount 
shown on line 1] 

Gain (or loss) attributablc to deben- 
ture, i. e. , long-term gain (or loss) 
realized from disposition. [Amount 
shown on line 2 less $100, the por- 
tion of the taxpayer's basis in stock 
attributable to the debenture] 

4. Portion of amount realized attribut- 
able to taxpayer's additional cash 
investment. [50/200 of amount 
shown on line 1] 

5. Gain (or loss) attributable to addi- 
tional cash investment, i. e. , short- 
term gain (or loss) realized from 
disposition. [Amount shown on 
line 4 less $50, the portion of tax- 
payer's basis for the stock attribut- 
able to additional cash invest- 
ment] 

200 240 180 

150 180 135 

50 80 35 

50 60 45 

0 10 (5) 

150 

112. 50 

12. 50 

37. 50 

(12. 50) 

120 80 

90 60 

(10) (40) 

30 20 

(20) (30) 

Common stock obtained from the conversion of preferred stock in 
the same corporation. See Rev. Rul. 62 — 153, page 186. 

PART IV. — SPECIAL RULES FOR DETERMINING CAPITAL GAINS AND LOSSES 

SECTION 1231. — PROPERTY USED IN THE TRADE OR 
BUSINESS AND INVOLUNTARY CONVERSIONS 

26 CER 1. 1231 — 1: Gains and losses from 
the sale or exchange of certain property 
used in the trade or business. 

(Also Section 167; 1. 167(a) — 1. ) 

Rev. Rul. 62 — 141 

Television films and tapes produced bv a taxpayer and later sold 
for television exhibition will ordinarily constitute property held pri- 
marily for sale to customers in the ordinary course of the taxpayer's 
trade or business xvithin the Ineaning of section 1231(b) (1) (R) of 
the Internal Revenue Code of 1954, although they have been leased 
by the taxpayer prior to sale. Therefore, gains or losses resulting 
from the sales of such films and tapes will be treated as ordinarv 
gains or losses. 

Similarly, gains or losses resulting from the sales of films by mo- 
tion picture producers after initial theater shoxvings will also be treated as ordinary gains or losses where, at the time of the sale, the 
films were property held primarily for sale to customers in the 
ordinary course of the trade or business. In determining whether 
such films were held primarily for sale to customers in the ordinary 
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course of the trade or business, the Internal Revenue Service will 
take cog&&izance of the fact that by August 1, 1948, the motion pic- 
ture industry reco„nized the distinct possibility that its films niight 
be sold for exhibition on television after being leased for theater 
showings. 

Revenue Ruliug 0o — 700, C. B. 195o — 2, 000, superseded, as it applies 
to sales made on or after August 27, 19&&'. 

Advice has been requested as to the proper treatment for Federal 
income tax purposes of tlie pro&eeds from sales by the producer of 
television films (includi»&r "live" shows taped for reproduction). A 
similar questioii has been raised as to motion picture films that are 
sold by the producers after initial theater showings. 

Producers of films for television exhibition often lease tlieir prod»& t 

rather than sell it initially. In some instances, after the films had been 
rented for various periods, ranging from several months to several 
years, they are then sold by the producers to television distributors 
or exhibitors. 

Su& t ion 1231(a) of the Inte&nial Revenue Code of 1954 provides, in 
efFect. for capital-gains treatment. in specified circumstances for ga~ins 
from the sale or e~chanoe of property used in the trade or business. 

Section 1281(b) (1') of the Code. provides, in part, as follows: 
(1) GsNzm. r. &&uLs. — The term "property used in the trade or business" 

means property used in the trade or business, of a character which is sub- 
ject to the allowance for dek&re& in&ion provided in section 107, held for more 
than 0 inonths " '". * &vhich is not— 

(B) property held l&y the taxpayer primarily for sale to customers in 
the ordinary course of his trade or business 

The Internal Revenue Service has previously concluded that tele- 
vision films are subject, to depreciation under section 167 of the Code. 
See Rev. Rul. 60 — o58, C. B. 1960 — 2, 68. 

Therefore, the question arises whether the films in question are ex- 
cepted from the definition of "property used in the trade or k&usincss" 
by section 1281(b) (1) (B) of the Code, although they have been leased 
prior to sale and are subject to the allowance for depreciation provided 
in section 167 of the Code. If the television films are held by pro- 
ducers for sale to customers in the ordinary course of the trade or busi- 
ness within the meaning of section 1281(b) (1) (B) of the Code, gains 
and losses from (lie sales of such films by them will be trea&ted as 
ordinary gains and losses. 

In J&lollingioood t'o'p. v. Comnus8&'oner, 100 Fed. (2d) 263 (1%1), 
the taxpayer had arranged for the construction of houses for wai 
workers under the condition imposed by the United States Govern- 
ment that, each of the houses ~ould be rented by the taxpayer with 
an option to the tenant to pur&hase. The houses iverc rented for an 
average time of 22 months and all but four of the houses were sold. 
The United States Coiirt, of Appeals for the Xinth Circuit afiirniecl 
the decision of tlie Tax Court of the United States (hat the houses 
were prol&erty held primarily for sale to customers in the ordinary 
course of the taxpayer's trade or business and that the proceeds froiii 
their sales should be taxecl as ordinary income. The court stated as 
folio&vs: 

Although the re&kuiren&cuts of the statute are to soille extent overlapping, the 
emphasis in this case is whether the houses v ere held primarily for sale or pri- 
marily for rent, Petitioners conten&k that the nord "primarily" uieaus "priii- 
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cipal" or "chief, " while the Commissioner contends it means "essential" or 
"substantial. " For reasons hereinafter stated we think the latter view is more 
consonant with the legislative policy. 

Suppose the taxpayer in the instant case intended to rent the houses for as 
long as he was required to do so under existing regulations and then to sell them. 
Or suppose his intention was to pursue whichever of these activities proved to 
be the most profitable, that is, if the rental marlcet were good he would continue 
to rent but if the sales mar1cet were high he would sell. In either of these 
supposiiions we think it is fair to say that one of the essential purposes (in 
acquiring or holding the houses) is the purpose of sale. Under such circum- 
stances, if the taxpayer does dispose of the houses by sale, is it within the 
legislative purpose to allow him to treat the proceeds of these sales as a capital 
gain? 1Ve think not. 

Other cases in which courts have held that the word "primarily" 
in the statute is to be interpreted as meaning "essential or substantial" 
rather than "principal" or "chief" and accordingly have denied 
capital gains treatment for the proceeds of sale from property that, 
the taxpayers had rented are 8. E. C. Corp. v. United &&tates, 140 Fed. 
Supp. 717 (1956), a%rmed per curiam, 241 Fed. (2d) 416 (1957). 
certiorari denied, 354 U. S. 909 (1957), involving electric water and 
food coolers, and Crreene-FIaMeman v. Commissioner, 282 Fed. (2d) 
884 (1960), rehearing denied December 9, 1960, which concerned the 
sale of rental cars by dealers. In the latter decision the court pointed 
out that- 

In Corn Products Refining Co. v. Coinmissioner, 1955, 350 U. S. 46, at 
page 52 " ~ ": the Court indicated that a narrow construction should be given 
to provisions of the Code which authorize capital gain treatment. If we were to 
accept the taxpayer's contention we would of necessity be expanding the types 
of transactions v hich are entitled to capital gain treatment. 

In view of the fact that television Alm producers are aware of the 
market, that exists for sales of television films after initial leasing 
periods, it is reasonable to assume that generally, from the time 
of their production, a producer's intention is either to sell to rent, or 
to rent and then sell, whichever method proves most profitable in its 
business. %7nder the rationale of the cases referred to above, the fact 
that the Alms were leased prior to sale would not prevent their being 
held "primarily" for the purpose of sale, within the meaning of 
section 1231 (b) (1) (B) of the Code. 

Moreover, even if the producer originally has no intention to sell, 
he may develop a substantial intent to sell by the time of sale. In 
, Joseph A. Flarrah v. Commissioner, 30 T. C. 1236 (1958), a corpora- 
tion had constructed a saw niill, which it originally used for experi- 
mental purposes, but later leased, subject to an option in the lessee to 
buy. Iii holding tliat the corporation's gain upon sale of the mill pur- 
suant to the option constituted ordinary~income, the court commented, 
at page 1241, that under the applicable decisions— 

While the underlying purpose of the original acquisition of property is 
to be given consideration, it is clear that such purpose may change over a given 
period of time. Where this has been the case, the original purpose necessarily 
roust give way to the purpose for which the property is held at the time of its 
sale. " * * 

Therefore, regardless of the purpose for which television Alms were 
originally held, if at the time of sale they are then being held with a 
substantial put'pose of selling to customers in the. ordinary course 
of trade or business, gain or loss realized upon the sale will be within 
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the exception to capital-gains treatnient provided by section 1&'&1 

(b) (1) (B) of the Code. 
Some television film producers liave made few or no past sales of 

films. These situations diÃer from most of the cases cited above, in 
ivhich the sellers had made numerous sales of properties previously 
leased. On the other hand, unlike many such cases, the producers 
have in each instance produced the property in question. In an 
an;ilogous situation involving a sale by a playwright of the movie 
rights to his first play, a majority of' the court in an opinion by 
Judge Learned IIand in Cli foi"d ColAnuth, et a/. v. Commissioner, 
148 Fed. ('&d) 466, 467 (1944), certiorari denied, 828 U. S. 774 (1944), 
in upholding ordinary-iiicome treatment of the sales proceeds, con- 
cluded that the taxpayer's business divas both the production of that 
play and exploiting it for profit and that as a consequence the movie 
rights constituted property held for sale to customers in the ordinary 
course of his trade or business. See also Zo8eph A. FielCh v. Com- 
mi~sl'oner, 189 Fed. (Bd) 950 (1951). Similarly, the business of tele- 
vision film producers also embraces exploiting of the films through 
wliatever niethods are wIthin their reasonable contemplation at the 
time of production or at. a latei time. 

In accordance with tlie above, it is held that television films sold by 
the producers ordinarily will be considered to be property held pri- 
marily for sale to customers in the ordinary course of the trade or 
business, ivithin the meaning of section 12'31(b) (1) (B) of the Code. 
Therefore, gains or losses resulting from such sales will be treated 
as ordinary gains or losses. 

The considerations set. forth above are also applicable to sales of 
motion picture films by producers. Following AVorld A~ar Il, the 
motion picture industry became aivare that substantial profits might 
be realized through television exhibition of its old films and of films 
it would produce in the future. Beginning August 1, 1948, collec- 
tive bargaining agreements in the industry incorporated provisions 
allowing unions to cancel the agreements if feature motion picture 
films made on or after that date were released to television. It is rea- 
sonable to assume that no later than that date the industry recognized 
the distinct possibility that its films might be sold for exhibition on 
television after being leased for theater shov ings and that producers 
generally contemplated sales to television following such showings as 
a likely means of exploiting their product. In other instances, in- 
cluding some cases where the films were produced prior to August 1, 
1948, the producers may not, have had a substantial purpose of sale at 
the time of production but, as tlie value of motion picture films for 
television increased, may later have developed such a purpose. 

Tlie Service will therefore determine in each case, on the basis of 
the relevant facts and circumstances, whether motion picture films 
sold by the producers were at the time of sale he) d by them primarily 
for sale to customers in the ordinary course of their trade or business, 
within the meaning of section 1231(b) (1) (B) of the Code. Accord- 
ingly, it is further held that motion picture, films completed on or after 
August 1, 1948, and thereafter soM by the pro&lucer s ordi»;irily wiU be 
con~sidered as property held by the taxpayer primarily for sale to 
customers in the ordinary course of his trade or business. 
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In Revenue Ruling 55 — 706, C. B. 1955 — 2, 800, it was determined that, 

where a motion picture producer sold in one unusual and isolated 
transaction a quantity of its own films which it had previously rented, 
the gain realized from the sale was taxable as a long-term capital gain 
under section 1M1 of the Code. There, the films sold had all been 

originally produced and released during the period from 1981 to 1946, 
prior i. o general recognition that sales of films to television might be 
an important future source of income to the motion picture industry 
and at the time of production, the films were not held for sale to cus- 
tomers in the ordinary course of the taxpayer s trade or business. 

Pursuant to the authority contained in section 7805(b) of the Code, 
this ruling will not, be applied to the sale of motion picture films pro- 
duced for initial theater showings either before or after August 1, 
1948, and sold prior to August 27, 1962, the date of the publication of 
this ruling, provided that the sale is an isolated and unusual one. 

Revenue Ruling 55 — 706, C. B. 1955 — 2, 800, is accordingly superseded 
as it applies to sales made on or after August 27, 1962. 

SECTION 1233. — GAINS AND LOSSES FROM SHORT SALES 

Rev. Rul. 62 — 158 26 CFR 1. 12M — 1: Gains and losses from 
short sales. 

(Also Section 122oo; 1. 1226 — 1. ) 
Where a taxpayer has made a short sale of the "when issued" 

common stock of a corporation with respect to which he holds, or 
later acquires, preferred stock which may be used, in a transaction 
which does not result in the reeognitiou of gain or loss under section 
1002 of the Internal Revenue Code of 1954, to obtain stock identical 
to that sold short, the conversion of the preferred stock into the 
common stock prior to the closing of the short sale does not consti- 
tute, at that time, the acquisition of substantially identical stock 
within the meaning of section 1283(b) of the Code. Any gain 
realized upon the closing of the short sale will not be considered 
to be gain realized upon the sale or exchange of a capital asset 
held for not more than six months by rea. son of that section unless 
the preferred and "when issued" common stock were substantially 
identical at the time of the short sale or at the time of the acquisi- 
tion of the preferred stock when it is acquired after the short sale. 

Advice has been requested. with respect to the application of sec- 
tion 1233 of the Internal Revenue Code of 1954, relating to gain or 
loss from short sales, under the circumstances described below. 

Taxpayer A purchased 10 shares of five percent cumulative pre- 
ferred stock in tlie 3I corporation. On the same day, be entered into 
a contract for the sale of 6831/3 shares of, V corporation "when issued. ' 
common stock. The shares of' preferred stock are convertible on and 
after a specifiied future date, at the option of the holder, into the 
common stock sold short on a "when issued" basis at the rate of 361/3 
shares of common stock for each share of preferred. Both the pre- 
ferred stock and the "when issued" stock are listed on the same stock 
exchange. 

Taxpayer 8's circumstances are identical with taxpayer A's except 
that he purchased tlie preferred stock in the ill corporation more than 
six months before entering a short sale in 3f corporation "when issued" 
common stock. 
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Before closing the short sales they have entered into, both taxpayers 
convert their preferred stock i» iV corporation into common stock of 
the same corporation whe» that becomes possible in accorda, nce with 
the privilege aAorded through the preferred stock. 

The specific questio» asked is whether, for p«rposes of section 1288 
of the Code, the conversion of ihe preferred stock into the common 
stock constitutes an acquisition ol substantially identical stock to 
that sold short by the taxpayers subsequent to the date of entering 
the short sale. 

S&:ction 12M(b) of the Code provides, in pari;, as follows: 
(b) SHORT-TERM GAITs AND Hor. nrNc PERrons. — If gain or loss from a short 

sale is considered as gain or loss from the sale or exchange of a capital asset un- 
der subsection (a) and if ou the date of such short sale substantially identical 
property has been held by the taxpayer for not more than 6 months (deter&nined 
without re . ard to the eÃect, under paragraph (2) of this subsection, of such 
short sale on the holding period), or if substantially identical property is ac- 
quired by the taxpayer after such short sale and ou or before the date of the 
closing thereof— 

(1) any gain on the closing of such short sale shall be considered as a 
gain ou the sale or exchange of a capital asset held for not more than 6 
months (notwithstanding the period of time any property used to close such 
short sale has been held); aud 

(2) the holding period of such substantially identical property shall be 
considered to begin (notwithstanding section 1273, relating to the holding 
period of property) ou the date of the closing of the short sale, or ou the date 
of a sale, gift, or other disposition of such property, whichever date occurs 
first. This paragraph shall apply to such substantially identical property 
in the order of the dates of the acquisition of such property, but only to 
so much of such property as does not exceed the &luantity sold short. * . ": "' 

It will be observed from the above that if the conversion of the tax- 
payers' preferred stock into col»mon stock of the 3f corporation con- 
stitutes the acquisition of such common stock for purposes of section 
1288(b) of the Code, the taxpayers will have acquired substantially 
identical property to that sold short on or before the date of the closing 
of the short sale. Hence, any ga, in realized on the closing of the short 
sales will be short-term gain. Further, if the common stock obtained 
by converting the preferred stock is not used to close ihe short sales, 
the holding period of the. common stock retained will noi. begin until 
the date of the closing of the short sa, le or the date of the disposition of 
the stock, whichever date occurs first. 

However, the Internal Reve»»e Service has held that the ow»er of a 
convertible bond does not realize»ain or loss whe» he exchanges it 
for common stock of the same corporation in accordance with a con- 
version privilege, and the common stock in his hands takes his gain or 
loss basis of the bond for determining gain or loss upon subsequent sale 
or other disposition of the coml»on stock. G. C. AI. 184, &6, C. B. 1987 — 1, 
101. It follows that Section loo"&(l) of the Code, applies for ihe pur- 
pose of determining the hoMing period of the common stock upon its 
later disposition. Since the i»stant cases bear a close analogy to these 
circumstances, the stock held l&y taxpayers A and I3, as a result of. the 
conversion, will not be considered to have been acquired on the date 
of the conversion. 

Tn accordance with the abov&, it is held that any gain realized by 
taxpayer A under the circumst'a»&'. es described will not be co»sidered 
to be gain realized upon the sale or excha»ge of a, capital asset, held 
for»ot more than six months by reason of sectio» 1'~3'& of the Code 
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unless the preferred stock and the "when issued" common stock were 
substantially identical at the time of the short sale or at the time of 
the acquisition of the preferred stock where it is acquired after the 
short sale. Whether they were substantially identical is dependent 
upon all the facts and circumstances at the time of such short sale or 
such later acquisition. See section 1. 1288 — 1(d) of the Income Tax 
Regulations. 

It is further held that section 1288 of the Code does not apply to gain 
realized by taxpayer B under the circumstances described regardless 
of whether the preferred stock and the "when issued. " common stock 
were substantially identical since, on the date of the short sale, B had 
held tlie preferred stock for more than six months. 

SUBCHAPTER Q. — READJUSTMENT OF TAX BETWEEN YEARS AND 
SPECIAL LIMITATIONS 

PART I. — INCOME ATTRIBUTABLE TO SEVERAL TAXABLE YEARS 

SECTION1805. — BREACEI OF CONTRACT DAMAGES 

26 CFR 1. 1805 — 1: Breach of contract dam- 
ages. 

(Also Sections oo67, 368, 1806; 1. 867 — 1, 1. 868 — 8, 
1. 1806. ) 

T. D. 6622' 

TITLE 26 — INTERNAL REVEXI:E. CHAPTER I, SUBCHAPTER A, PART 1, — 
INCOIII: TAX; TAXABLE YEARS BEGIXXIXG AFTER DECEMBER st, 1956 

Amendment of Income Tax Regulations under part I, subchapter 
Q, chapter 1 of the Internal Revenue Code of 1954, relating to income 
attributable to several taxable years, and under sections 667 and 968, 
relating to foreign corporations and definitions relating to corporate 
reorganizations, respectively. 

DEPARTMENT OF THE TREASURYt 
OrricE or COMMISSIONER OF INTERNAL REVENUE~ 

Washington 85, D. O. 
To Officers and L&'vuployees of the Internal Rerentie Service and Others 

Concerned 7 

On, January 4, 1962, notice of proposed rule making regarding 
amendment of the Income Tax Regulations (26 CFR Part 1) to reflect 
the changes in law made by sections 1, 2, and 8 of the A. ct of August 
26, 1M7 (Public Law 85 — 165, 71 Stat. 418, 414) t C. B. 1057 — 2, 10581 
relating to breach of contract damages, and by section 58 of the 
Technical Amendments Act of 1958 (72 Stat. 1646) tC. B. 1958 — 8, 
254], relating to damages for injuries under the antitrust laws, was 
published in the Federal Register (27 F. R. 50). After considera- 
tion of all such relevant m~atter as was presented by interested 
persons regarding the rules proposed, the aniendments of the regu- 

s The publication of this Treasury Decision in 27 F. R. 1191o, dated December 4, 1962 
contains (1) instructions for usodifyiug the notice of proposed rulemakiug in 27 F. R. 50, 
dated January 4, 1962, aud (2) the fuii context of the regulations with such medi()catious. 
As here published, the Treasurv Decision reflects the full context of such reguiatious, with 
modidcatious. The individual instructions have been omitted. 
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lntions ns proposed nre hereby adopted. In addition, IIb& 1. 3&07 — 1 
nnd 1. 308 — 3 of such Regulations &» e amended as set, forth below. Ex- 
cept ns otherwise provided, the Regulations, as so amended, are appli- 
cable to taxable years beginning after December 31, 1053, and ending 
after (& ugust 10, 19;&4. 

P IrxorrAPrr 1. Section 1. 1300 is renumbered to be $ 1. 1307 nnd ns so 
renumbered is amended to rend ns follows: 

I[1. 1307 STATUroRV PRovzszoNs; RUzEs APPLIOABI. E To PA!&T I (SEcrzoN 1301 
AND FCI. I. CWING), SUBGHAPTER Q, CHAPTER 1 oF THE CoDE. 

SEC. 1307. RI!LES APPLICABLI: To THIS PART. 
(a) FRACTzoNAI. PARTs CF A l&ICNTH. — For pui'poses of this part, a 

fractional part of a month shall be disregarded unless it amounts to more 
than half a month, in ivhich case it should be considered as a month. 

(b) TAX oN SEL~F-KMPLCYMENT INcoME. — This part shall be applied 
without regard to, and shall not affect, the tax imposed by chapter 2 
relating to self-employment inconie. 

(& ) CCMPUTATICN oF TAx ATTRIBUTABLE To Ilvcoz&E ALLCOATED To PRICR 
PERzon. — For the purpose of computing the tax attributable to the 
amount of an itein of gross income allocable under this part to a par- 
ticular taxable year, such amount shall be considered income only of 
the person who ivould be required to include the item of gross income 
in a separate rei. urn filed for the taxable year in which such item was 
received or ac& rued. 

(d) EFFEcTIVE DATE CF CERTAIN SURsEOTICNs. — Subsection (c) of 
section 1301 and subsection (c) of this section shall applv only to 
ainounts received or accrued after Zfarch 1, 1954. Notwithstanding 
any other provision of this title, section 107 of the Internal Revenue 
Code of 1939 sh;ill apply to amounts received or accrued as a partner 
on or before 1Vrarch 1, 1954, under this section and to the computation 
of tax on amounts received or accrued on or before March 1, 1954. 
[Se& tion 1307 as renumbered by see. 1, Act of Aug. 11, 1955 (Pub. I. aw 
366, 84th Cong. , 69 Stat. 688) [C. B. 1955 — 2, 767]; sec. 1, A. ct of Aug. 26, 
19i7 (Pub. I. a&v 8. & 

— 16&5, 71 Stat. 413) [C. P. 1957 — 2, 1058]: sec. 58, 
Technical Amendments Act 1958 (72 Stat. 1646) [C. B. 1958 — 3, 2 &4] ] 

PAR. o. Section 1. 1300 — 1isrenumbered tobe( 1. 1307 — 1andassore- 
numbered is amended to read ns follows: 

]I 1. 1307-1 RULEs APPLIcABLE To PART I (SEcrzoN 1301 AND FoLLowING), SUB- 
cHAPTER Q, CHAPTER 1 oF THE CoDE. — (a) Fractional parts of a mont)L — For 
purposes of sections 1301, 1302, 1303, 1304, 1305, and 1306, aud the regulations 
thereumler, a fractional part of a moiiih shall be disregarded unless it amounts 
to more than one half of a month, in which case it shall be considered as a month. 

(b) Tax on, serf-ci&&pro@ment income. — The provisions of sections 1301, 1302, 
1303, 1304, 1305, and 1300, and the regulations thereunder, shall be applied with- 
out regard to, and shall not a!Tect, the tax imposed by chapter 2 of the Internal 
Revenue Code of 1954 and section 480 of the Internal Revenue Code of 1939, 
relating to the tax on self-employnient incoine. 

(c) Comp&itation of taa attributable to income allocated to prior period. — In 
the case of either a husband or ivife receiving income to which the provisi&&ns 
of sections 1301, 1302, 1303, 1304, 1305, or 1306 apply, the tax attributable to the 
portion of the inconie allocated to a. prior period shall be computed by considering 
such income as includible by the spouse who ivould have been required to include 
it in a separate return for the taxable year in which such inconie ivas received 
or accrued, assuming a separate return had been filed for such year. F&&r ex- 
ample, A, an attorney on a calendar year basis, resides in a State in ivliich the 
common law with respect to the ownership of property is applicable. In 19. ». , 

A receives compensation upon the completion of an eniployment which begau 
in 194;&. All the requirenients for the application of section 1301(a) are satisfied. 
A and his wife file a joint income tax return for the taxable year 195&5. They 
filed separate returns for the years 1(l(, ~, 1946, and 1947 arid joint returns in 1048 
and subsequent years. The entire portion of such compensation allocable to the 
years for which separate returns were filed shall be includible in A's ret. urn aml 
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no part thereof shall be includible in the separate return filed by A's wife for 
such years. 

(d) Effective date. — Section 1807(c) and paragraph (c) of this section shall 
apply only to amount. s &. eceived or accrued after March 1, 1954. pursuant to 
section 7851(a) (1) (C), the regulations prescribed in paragraph (c) of this 
section shall also apply to taxable years beginning before January 1, 1954, and 
ending after December 81, 1955, and to taxable years beginning after December 
81, 1958, and ending before August 17, 1954, although su«h years are generally 
subject to the Internal Revenue Code of 1989. notwithstanding any other pro- 
vision of the Internal Iievenue Code of 1954, section 107 of the Internal Revenue 
Code of IM9 shall apply to an&ounts received or accrued on or before March 1, 
1054, and to the computation of tax on amounts received or accrued on or before 
;(I«r& h 1, 1954. 

PAR. 8. Sections 1. 1305 — 1, 1. 1805 — 2, 1. 1806, and 1, 1806 — 1, as set forth 
below, are inserted immediately after $ 1. 1305. 

C) 1. 1305 — 1 BazscH oF CoNr&&scr Ds»t~ozs. — (a) Qaalifications for limitation 
on tax. — If an amount of, '$;3, 000 or n&ore representing damages is received or 
accrued by a taxpayer during a taxable year as a result of a single award in a 
civil action for breach of contract, or breach of a fiduciary duty or relationship, 
then the tax attributable to the inclusion in gross income for the taxable year of 
that part of such amount &vhich would have been received or accrued by the 
taxpayer in a prior taxable year or years but for the breach of contract, or 
breach of a fiduciary duty or relationship, shall not be greater thau the aggregate 
of the increases in taxes &vhich would have resulted had such part been included 
in gross income for such prior taxable year or years. 

(b) Definition of damages for breach of contract or for breach of a fid&&ciary 
&inly or relationship. — (1) For purposes of section 1805 and this section, the term 
"dan&ages" used wii. h respect to an award in a civil action for breach of con- 
tract, or breach of a fiduciary duty or relationship, means an amount awarded 
pursuant to a judgment or decree by a court as a result of such civil action. 
The term "damages" is limited to that portion of the award which represents 
danmges to compensate the taxpayer for loss of income which he would have 
received or accrued but for the breach of contract, or breach of a fiduciary duty 
or relationship. The tern& does not include that portion of the award which 
represents damages awarded by the court over and above the amount found 
adequate to compensate for the breach, nor does it include attorney's fees, 
interest, or costs, 

(2) An amount awarded pursuant to a consent decree or judgment may be con- 
si&lered damages for breach of contract, or breach of a fiduciary duty or rela- 
!, ionship, for the purposes of section 1805 and this section. 

(8) An a&nount received or accrued pursuant to a settlen&ent of the action, 
after a decree or judgment avvarding damages to the taxpayer has been entered, 
may be considered as dam;&ges for breach of contract, or breach of a fiduciary 
duty or relationship, even though such aruount is not n&ade a part of a consent 
decree. In such a case the taxpayer must show which portion of the amount 
received or accrued represents damages. 

(4) An amount received or accrued pursuant to a settlen&ent of the action 
where no judgment or decree, or consent. judgment or decree, is entered will 
not constitute damages for breach of contract, or breach of a fiduciary duty 
or relationship. 

(c) APocation of damages. — (1) If possible a portion or all of the damages 
shall be allocated to a prior taxable year or years during which the taxpaver 
would have received or accrued such income but for the breach of contract, or 
breach of a fiduciary duty or relationship. Such allocation is to be determined 
upon the facts of each case, for example, l&r reference to the decree or judgment 
a&varding damages, information contained in court records, pleadings, or other 
pertinent matter. 

(9) If any portion of the damages is not allocable to a particular taxable year 
or years, or to periods within any taxable year or years, in accordance with the 
rule prescribed in subparagraph (1) of this paragraph, then such portion shall 
be allocated equally to each of the calendar months (including those of the cur- 
rent taxable year and subsequent taxable years) which fall within the period 
during &vhich the taxpayer would have received or accrued such income but for 
the breach and to which no portions previously have been allocated. 
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(3) The amount of damages, if any, which is allocated under this paragraph 
to taxable years subsequent to the taxable year of re««ipt or accrual shall be 
treated as incon&e for such taxable year of receil&t or accrual. The n&&. the&is 
enumerated in this paragraph are not n&utally exclusive; thus, it is possible that 
alloc ations with respect to an award n&ay be m &de under more tl&an one n&ethod. 
If n&ore than one method is applicable they shall be used only in the order of 
their enumeration. 

(d) Cr»»t»rt«tio» of tr&z. — (1) The follovving computations shall be made in 
order to determine whether the limitation on tax prescribed in section 1805 a»d 
paragraph (a) of this section applies to damages received or accrued in the 
taxable year. 

(i) Compute the tax for the current tax;&hie year hv including in the 
gross im ome of such year the entire an&nant of damages received or accrued 
in such year. In con&puting such tax the taxpayer shall be allowed all 
credits and deductions for depletion, depreciation, and other ite&ns to v hich 
he would have been entitled if the entire an&ount of such damages were 
attributable to such yea&. 

(ii) Compute the tax for the current taxable year without the inclusion 
prescribed in subdivision (i) of this subparagraph. 

(iii) (a) Compute the tax attributable to the portion of the damages 
allocated to each of the taxable years (including the year in which the 
award is received or accrued) in accordance with paragraph (c) of this sec- 
tion. For this purpose taxable incotne (or net incou&e) and the tax shall be 
computed with the allowan&e of all credits and de&factions for depletion, 
depreciation, and other items to which the taxpayer would have l&een 
entitled had such damages been received or accrued by the taxpayer in the 
year during which he vvould have received or accrued the damages except for 
the breach of contract. , or for the breach of fiduciary duty or relationship. 

(b) The amount ot tax attributable to the portion of damages allocated 
to each of such taxable years is the difference between the tax for each year 
computed with the inclusion in gross income of the portion of such damages 
so allocated to each year and the tax for each year computed without such 
inclusion. 

(iv) The tax for the current taxable year shall be the lesser of («) the tax 
for the current taxable year as con&puted under subdivision (i) of this sub- 
paragraph, or (I&) the tax for such year as computed under subdivision (ii) 
of this subparagraph, plus the aggregate of the taxes attributable to the 
allocated damages as con&puted under subdivision (iii) of this subparag& aph. 

The credits, deductions, or other ite&ns referred to in subdivisions (i) and (iii) 
of this subparagraph shall include only deductions for expenditures actually 
made by the taxpayer and credits or deductions arising from actual use of 
capital or receipt of incon&e. Thus, if the award represents gross income which 
the taxpayer should have received but did not, less costs and expenses which 
the taxpayer v;ould have paid but did not, no cleduction shall be allowed for 
such costs and expenses. Furthermore, credits, cleductions, or other items, 
attributable to property, shall be allowed only with respect to that part of the 
av& ard &vhich represents the taxpayer's share of income fro&u the actual operation 
of the property. Accordingly, if the property is subject to depreciation on the 
units-of-production method and the taxpayer receives an award based upon 
certaiu units of production which the paying party should have pro&lucecl but 
did not, the taxpayer shall not be entitled to a depreciation deduction v ith 
respect to such units which were not produced. However, where an award is 
received by the taxpayer representing the gross income from nfineral property 
less expenses that would have been imposed upon the taxpayer but for ihe 
breach, the deduction for percentage depletion will be co&nputed with reference 
to both the reconstructed gross income and taxable income from the property. 

(2) If damages of the type specified in paragraph (a) of this section ar& 
received or accrued by a partnership which inii, ially instituted the civil action 
then, for purposes of subparagraph (1) of this paragraph, the partnership 
shall talre such amount into accouut in computing taxable income ior net in- 
come) but the lhnitation on the tax under section 1805& shall apply to the in- 
dividual partners. Thus, in reco&nputing his income tax, each partner shall 
take into account sel&arately his distributive share of the partnership items 
enumerated in section 702(a) as recon&puted by the partnership &mder sub- 
paragraph (1) of this para, raph. Section 1005 and this section shall not apply 
to a partner unless his total distributive share of the amount of da&uages is 
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$8, 000 or more. It is not necessary for the partner to have been a member of 
the partnership t' or the prior taxable years to which the amount of damages is 
allocable in order to have the limitation on tax provided by section 1305 apply. 

(8) For effect of allocation of income on items based on amount of income and 
with respect to a net operating loss or a capital loss carryover, see paragraph 
(d) (2) of f 1. 1301 — 2. 

(4) See paragraph (d) (4) of &j 1. 1801 — 2 for the conrputations which are neces- 
sary rvhen an amount of breach of contract damages is allocated to a period 
to which there has also been allocated other income entitled to the benefits of 
the provisions of part I (section 1301 and following), subchapter Q, chapter 1 of 
the Code. 

(e) Treatment of intangible drilling and development costs. — If the breach 
of contract dan&ages have been awarded as a result of a suit involving the 
taxpayer's claim to orvnership in a developing oil or gas well and section 1305 
applies with respect to such damages, he shall not be entitled to deduct as ex- 
pense intangible drilling and development costs incurred in the prior taxable 
year or years unless he makes or has made the election to deduct such costs as 
expenses in the manner prescribed by &j 1. 612 — 4. 

(f) Ei»&itation on amount of atcard. — Section 1805 and this section are not 
applicable unless the amount representing damages is $8, 000 or more and such 
amount is received or accrued in a taxable year as a result of a single award 
for breach of contract, or breach of a fiduciary duty or relationship. 

(g) Applicability of another section, under part I, subchapter O, chapter I 
of the Code. — In any case where the amounts involved in a particular breach 
of contract, or breach of a fiduciary duty or relationship, are also covered by 
the particular terms of another section in part I, subchapter Q, chapter 1 of the 
Code, the rules for such other section shall apply, since those sections are di- 
rected to more specific situations than the provisions of section 1305. Thus, 
if a taxpaver receives an amount representing damages awarded in a civil 
action for breach of contract, or breach of fidu&. iary duty or relationship, and 
such a&var&1 also constitutes the payment of an amount which &lualifies for 
treatment prescribed in section 1802 and the regulations thereunder, such 
amount shall be subject to the provisions of section 1302 and 

Na 
1. 1302 — 1, and 

section 1305 shall not apply. 
(h) Effective date of this section. — The provisions of section 1305 and this 

section apply with respect to taxable years ending after December 31, 1954, but 
only as to amounts received or accrued after such date as the result of awards 
made after such date. 

&j 1. 1305 — 2 Iz. zr&sra+rroNs. — The provisions of section 1305 and Ii 1. 180o — 1 may 
be illustrated by the folio&ring examples: 

Exon&pie (I). On December 31, 1957, a consent judgment is entered in favor 
of A, an accrual method taxpayer, for $500, 000 damages to compensate him for 
the failure of the XYZ Company to pay royalties due him under the terms of a 
contract involving the operation by the XYZ Company of an oil lease. The 
court determined that the breach of contract covered the period from July 1, 
1953, through December 31, 1957. The award of $500, 000 includes $40, 000 
representing legal fees and court costs, aud $460, 000 representing compensation 
for loss of oil royalties for the period during which the contract was breached. 
Of the $460, 000, the court determined that $110, 000 was attributable to 1956 
and $130, 000 to January through October 1957. Information in the court records 
disclosed that $60, 000 was attributable to 1955» A makes his income tax return 
on a calendar year basis. For purposes of determining the limitation on tax 
under section 1805, A must first compute the tax for 1957 under paragraph 
(d) (1) (i) of &j 1. 1305 — 1 by including the entire amount of damages ($460, 000) in 

gross inconre for such year and then compute the tax for 1957 without including 
the $460, 000 in gross income in ac«or&lance with paragraph (d) (1) (ii) of such 
section. A must then compute the tax for the current year and all prior years 
to v hich the amount of the a&vard is allocable pursuant to paragraph (d) (1) (iii) of &j 1. 1305 — 1. In ra»king such computation, A roust allocate $110, 000 to 1956, 
$180, 000 to the first ten months of 1957, and $60, 000 to 1955 in accordance with 
paragraph (c) (1) of (I 1. 1305 — 1. The remaining $160, 000 of the $460, 000 would 
be prorated over the unallocated twenty months, tr& o in 19o7, twelve in 1954, and six in 1958 or $8, 000 per month in accordance with paragraph (c) (2) of 5 1. 1805 — 1 
Thus, the proper allocations rvould be $146, 000 to 1957, $110, 000 to 1956, $60, 000 to 1955, $96, 000 to 1954, and $48, 000 to 1958. In addition, A is entitled to a 
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deduction for percentage depletion &vith respe«t to the nnionnts allo«:&ted to the 
current taxable year nnd to prior taxable years. Yor such purpose A must 
reconstruct his gross inconie nnd t;&xi&bi« income froiu the property for 1957 and 
for the years I!)5&3, 10. &4, 1!», . &, nnd 19, . &6. A. is also entitle&1 to nll & re&lits, deduc- 
tions, or other iteins io &vhi&. h he ivould have been entitled hnd tire royalties 
been received nnd included in the gross imonie in those y«;irs. Thus, if, for 
1'. ». :3. prior to the allocation of n 1&art &&f the av a&xi to su&h year, A hiid no 
gains froni the sale or ex«hnnge of capital assets and no tax;ible inc»»ie &nd he 
had a capital loss carry&&ver of $1, 500 to su&h year, A niny deduct »'t, 000 as:i 
capital loss in comlmting the t;ix for. 10. &3 as 1»&&vided iii p;iragr;ii&h (&1) (1) 
(iii) of $ 1. 13() & 

— 1. See sections 1211(b) and 1212 an&1 the reguhitious tliereunder. 
E&a»&1&l«(9). B, a cash method taxpayer, is the author of' a play preseuied 

in X& iv York City, Chicago, aml Sa» Yrnn«isco. The play ran from April 6, 1957, 
througli 1)ecenib&i 27, 1950. In Septeniber 19, &0, B s»es the producer, 3&I, for 
breach of contract respecting the agreement entered into bet&veen &I aud B. M 
cont«uds that under the ternis of the &ontract B &vas entitled to a pnymen!, of 
$25, 000 oii the produci. ion of the play and royalties thereaft&r limited to its earn- 
ings in Xew York City. B insists that he is also &»titled io royalties on the 
en& nings of the tivo companies establisiied bv II t&& preserit the play in Chicago 
nnd San Francisco. On Deceniber 29, 1959, the court a&vi&rds B i, he sum of 
$38, 000 representing conipensntion for the loss of royalry income over th&. . period 
during vvhich the play &vns presented in Chicago and San Francisco, inclmling 
le 'il fees and other costs. This award i. paid to B in 1960. In its decree, the 
court designates royalty payments to B for such period (April 6. 19»7, to 
December '&7, 1959) of f1, 000 per month or n tor;il of $:5. '5000 for the full period. 
Although B is entitled to the benefits of section 1:50. &, he must fiirst ascertain 
whether section 1302 applies, since the ot1&er sections under part I (se&. tion 1301 
and following), subchapter Q, chapter 1 of the Code, have prior applicability. 
However, B dctcrmincs that section 1302 is not applicable for the re:ison tliat 
he worked only 18 mouths on the play. For thc purpose of section 1305(a) and 
paragraph (a) of &j 1. 1;!0. & 

— 1, B uiay allocate the $33, 000 at the rate of $1, 000 per 
ruonth over the 33 montlis extending from April B)&7 through December 1959, 
Upon receipt of the award and pursuant, to agreeuierit with his literary agent, B 
I&ays the agent $2&, 5&00 as agent's commission; had B received his royalties when 
due, he vvou)d have paid his:igent $3, 300 under his contract vvith the agent. 
In comp&&ting his taxable income for 1960 and for the years reflected in the period 
April 1957 through December 1959, B may, under the liniitation prescribed in 
paragraph (d) (1) of [I 1. 1305 — 1, deduct only $2, 500 for comuiissions paid to his 
agent. 

&j 1. 1306 STATUTORY PROVISIONS; D&&xrAGES FOR INJURIES UNDER THE ANTITRUST 
L. &ws. 

SEC. 1306. DAI&IAOKS YOR IXJURIES UXDER THL&' ANTITRUST 
LAws. 

If an amount representing damages is received or accrued during 
a taxable year as a result of an n&vard in, or settlement of, a civil action 
brought under section 4 of the Act entitled "An Act to supplement existing 
laws against unlawful restraints and monopolies, and for other purposes", 
approved October 15, 1914 (commonly known as the Clayton Act), for 
injuries sustained by the taxpayer in his business or property by reason of 
anything forbidden in the antitrust la&vs. then the tax attributable to the 
inclusion of such aiuount in gross income for the taxable year shall not be 
greater thai& the aggregate of the increases in taxes v;hich v ould hnve 
resulted if such amount had been included iu gross income in equal install- 
ments for each month during the period in which such injuries were sus- 
tained by the taxpayer. 
[Section 1306 as added by sec. 58(a), Technical Amendments Act 1958 
(72 Stat. 1046) [C. B. 1958-3, 254]] 

&j 1. 1306. — 1 DA&IAGEs FGR INJURIEs UNDER THE ANTITRUsT LAws. — (a) Q&«ili- 
ftcatio&rs for 1(n&itatinn on tax. — If an amount representing damages is re«eived 
or accrued during a taxable year as a result of an a&vard in, or settlement of, n 
civil action iiistituted uiider section 4 of the Act of October 15, 1914 (15 U. S. C. 
15), «onimonly kno&vn as the Clayton Act, for injuries sustained by the taxpayer 
in his business or property by reason of anything forbidden in the antitrust laivs, 
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then the tax attributable to the inclusion of such amount in gross income for the 
taxable year shall not be great&r than the aggregate of the increases in taxes 
which would have resulted if such amount h&d been included in gross income in 
equal installments for each mouth during the period in whi&. h such injuries were 
sustained by the taxpayer. 

(b) Deft»it(on of dus&&&2&». — (1) For purposes of section 1306 and this section 
the term 'damages" me»ns an an&ount awarded pursuant to a judgment or 
decree by a court as the result of a &ivii action institued under section 4 of 
the Act of October 15, 1914, for injuries sustained by the taxpayer in his 
business or property by reason of anything forbidden in thc antitrust laws. 
The term "damages" i~eludes treble damages awarded under section 4 of the 
Act but it does not include attorney's fees, int«rest, or costs. 

(2) An a&nount awarded as damages pursuant to a consent decree or judgment 
shall be treated as provided in par»graph (a) of this section. 

(3) An amount received or accrued as damages pursuant to a settlement of 
such action (after commencement of such action) shall be treated as provided 
in paragraph (a) of this section, regardless of whether such amount is received 
or accrued after a decree or judgn&cnt has been entered or whether any decree 
or judgment is entered. 

(4) An amount received or accrued as a result of a settlement vvhere no civil 
action has been brought under section 4 of the Act &vill not constitute damages 
to which section 1306 and this section are applicable. 

(c) A77ocatln» of &7&&v&&&&7ee. — The amount representing damages of the type 
described in section 1306 is to be treated as if it had been received in equal 
portions in each of the calendar months (including those of the current taxable 
year) which fall &vithin the period during which the injury in the taxpayer's 
business or propert. y by reason of auvthing forbidden in the antitrust laws is 
determined to have been sustained. The period during which the injury was 
sustained is the period established in the action, except that, if no such period 
is established in the action, such period is to be determined upon the basis of the 
facts of the particular case. The portion of the damages:&llocable to each 
taxable year involved in such period of injury is an amount equal to the entire 
amount of damages, divided by the entire number of calendar months included 
within su&. h p«riod, aud multiplied by the number of such calendar months 
falling within the particular taxable year. 

(d) (. 'o&v p«t&&tio» of taz. — (1) The computations set forth below in this 
subparagraph shall be made in order to determine whether the limitation on tax 
prescribed in section 1306 an&1 paragraph (a) of this section applies to damages 
for injury sustained under the antitrust laws received or accrued in the taxable 
year: 

(i) Con&pute the tax for the & urrent taxable year by including in the gross 
income of. such year the entire an&ount of damages received or accrued in such 
year. 

(ii) Compute the tax for the current taxable year without the inclusion 
prescribed in subdivision (i) of this subparagraph. 

(iii) Compute the tax attributable to the portion of the damages allocated to 
each of the taxable vears in accordance with paragraph (c) of this section. 
The amount of tax attributable to the da&uages in each of such vears is the 
difference bet&veen the tax for each year conrputcd with the inclusion in gross 
income of each year of the portion of such damages so allocated to each year 
and the tax for such year «o&nputed without such inclusion. 

(iv) The tax for the current taxable vear shall be the lesser of (a) the tax 
for the current taxable year as computed under subdivision (i) of this sub- 
paragraph, or (7&) ihe tax for such year computed under subdivision (ii) of this 
subparagraph, plus the ag regate of the taxes attributable to the allocated 
damages as computed under subdivision (iii) of this subparagraph. 

(2) For the effe& I of allocation of income on items based on a&nount of income 
and with respect to a net operating loss or capital loss carryover, see paragraph 
(d)(2) of 3I 1. 1301 — ". 

(3) See paragraph (d)(4) of &j 1. 1301 — 2 for the con&putations which are 
necessary when a. n amount of damages is allocated to a period to which there 
has also been allocated other income entitled to the beneiits of part I (section 
1301 and following), subchapter Q, chapter 1 of the Code. 

(e) Effective date of this e& etio». — The provisions of section 1306 and 
this section are applicable &vith respect to taxable years ending after September 
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2, 1%8, but only u ith respect to amounts of damages received or accrued after 
such date as a result of a&var&is or settlen&ents n&adc after such &laic. 

(f) Ill&&st&. «(io&&s. — The provisions of section 1306 may be illustrated by the 
follo&ving example: 

L&', ru»&pie. A, the proprietor of a drug u&anufa&turing concern, brings suit 
against the XYZ Pharmaceutical Corporation under section I of the Act allegin 
that, by reason of an unfair contract, his competitor had succeeded in pre-eu&pt- 
ing the supply of a chenucal Ivhich &vas essential to the u&anufa& iure of his 
product. A wins his suit and in the course of the action it is establishe&l that 
A sustained losses resulting from the injury totaling $330, 000 over the period 
frou& alarch 1959 through Xoveu&ber 1961. The court, in Xoveu&ber 1961, ac- 
cordingly, a&vards A. treble damages of $990, 000, $25, 000 in attorney's fees, and 
$5, 000 in costs. The XYZ Pharma&eutical Corporation in the same month pays 
A, the an&ount of 81, 020, 000 covering the dau&ages, fees, and costs. For the pur- 
pose of determining the limitation on tax under section 1306, A may allocate 
only the $990, 000 received as da&uages. A u&al-es his return on a calendar year 
basis. A DIust therefore allocate the anIount of $990. 000 over the 38 calendar 
months at the rate of $30, 000 per month as follows: g300, 000 to 1959, $360, 000 to 
1960, and $330, 000 to 1961. 

PAR. 4. Section 1. 367 — 1 is amended to provide for the filing of a 
statement executed under the penalties of perjury rather than under 
oath. As so amended, $ 1. 367 — 1 reads as follows: 

&j 1. 867 — 1 FGREIG&N CorPQRATIoNs. — Avhether any one of the exchanges or 
distributions described in se&. tion 332, 351, 354, 45&5&, 356, or 361, involving a 
foreign corporation, is in pursuance of a plan having as one of its principal 
purposes the avoidance of Icederal income tax, is a question of fact. In any 
such case if a taxpayer desires to establish that an exchange or distribution is 
not in pursuau&e of such: & plan, a statement, execute&i &mder the 1&enalties of 
perjury, setting forth the facts aud circmustances relating to the plan under 
which the exchange or distribution is to be n&ade, together Ivith a c&&py of the 
plan, shall be forvvarded to the Commissioner of Internal Revenue, lvashington 
25, D. C. , for a ruling. A letter setting forth the Comu&issioner's determination 
will be mailed to the taxpayer. If the Commissioner determines that the ex- 
change or distribution is not in pursuance of a plan having as one of its principal 
purposes the avoidance of Federal income tax, the taxpayer should retain a copv 
of the Commissioner's letter as authority for treatin, the foreign corporation 
as a corporation in determining the extent to uhich gain is recognized from the 
exchange or distribution. If the transaction is not carried out iu accordance 
with the plan subn&itted, the Commissioner's approval will not render the trans- 
action tax-free. 

PAR. 5. Paragraph (a) (1) of $1. 368 — 3 is amended to eliminate 
the requirement that the copy of' the plan of reorganization required 
to be filed be certified and to provide for the filing of a statement 
executed under the penalties of perjury rather thai under oath or 
atfirmation. As so ainended& paragraph (a) (1) of $ 1. 368 — 3 reads 
as folloavs: 

ef 
1EM8 — 3 REcoRDs To BE KEPT AND INFoREIATION To BE FILED V& ITII 

RETvENS. — (a) 
(1) A copy of the plan of reorganization, together with a staten&cut, executed 

under the penalties of perjury, sho&ving in full the purpose thereof and in detail 
all transactions incident to, or pursuant to the plan. 

Because the amendments made by paragraphs 4 and 5 of this 
Treasury Decision are mere'ly of a liberalizing nature, it is found that 
it is unnecessary, Ivith respect to such amenclments, to issue this 
Treasury Decision Ivith notice and public l&rocedure thereon under 
section 4(a) of the Administrative Procedure Act, approved June 11, 
1946, or subject to the effective date limitation of section 4(c) of 
that Act. 

674924' — 63 14 
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(Tliis '1'1 e)siiry Decisioil is issuecl under the &luthority contained in 
section 78(), & of the Internal 1&t ve&tue ('odt of 1054 (68A Stat. 017, . 
&(i 1, . S. ('. 78()i&) . ) D. lV. BACoN, 

Acting Co»»»t'svsioner of Iv&terna/I'&evenue. 

'apl&roved November 20& 1062. 
&0't'AX LKY S. SI'Rnl'. Y& 

rlssista»t 4'ec&cta&y of the T&eastiry. 

(File&1 br tl&e Division of the I'eileral Register on December 8, 1962, 8:50 a. ni. , 
anti p&lblished in the issue of the Federal Re„ister for December 4, 1962, 27 
E. R. 11915i) 

SECTIOX 1606. DAMACvES FOR IXJI:RIES UNDER THE 
ANTITRI. ST I. AWS 

26 CFR 1. 1806: Statutory provisions; damages for 
injuries under the antitrust lasvs. 

Treatment of amount received for injuries under the antitrust 
laws. See T. D. 6b22, page 188. 

PART II. — MITIGATION OF EFFECT OF LIMITATIONS AND OTHER PROVISIONS 

S&E('TION 1811. — CORRECTIOX OF ERROR 

T. D. 6617' 26 CFR 1. 1811(b) — 1: 3'1aintenance of as& 

1nconslstellt posit;lon. 
(Also Sections lo12& 1341& 1847; 1. 1812& 

1. 1841& 1. 1647. ) 
TITLE 26 — INTFRNAL REVENUE — CHAPTFR I, SUBCHAPTER A, , PART I, — INCOME 

TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 1958 

Amentlmcnt of the Income Tax Regulations under sections 1811, 
1812, 1818, 1611, 1841, and 1847 of the Internal Revenue Code of 
1954 to conforn& to sections 59, 60, and 61 of the Technical Amend- 
ments Act of 1958 and to correct typographical errors. 

DEPARTMENT OF THE TREASURY& 
OrrICE OF ( OMMISSIONER OI INTERNAL REVENUE& 

Wash~'ngton 85& D. C. 

To OfftcersandEmployees of the Internal It'et e&lue &s'e& (lee and Others 
Concerned: 

On October 28, 1061, notice of proposed rulemaking with respect 
to the anlendnlents of the Income Tax Regulations (26 CFR Part 1) 
under sections 1311, 1812& 1618& 1814, 1841& and 1847 of the Internal 
Revenue Code of 1'. )5&4 to reflect the chlinge&s made by sections 50, 60, 
and 61 of the Technical tLntendments Act of 1058 (72 Stat. 1647, 1648) 
[ P. I. . 85 — 866, C. B. 1058 — 8, 25&4] divas published in the Federa, l Register 
(26 F. R. 10132). After consi(ler;ltion of all such relevant nlatter as 

' The nnblication of this Treasurr Derision in 27 F. R, 10828, date&i November 7, 1962, 
cont;iins (I) instrnctions for modifving the notice of »rot&oned rulemal&ins in 26 F. R. 
1018'2, dated October 28, 196&1, and (2) tl&e fnll context of tl&e re„"ubitio&is» ith such 
modifications. Ss here lmblished. the Treasiirr Decision reflects the full contest of such 
regulations, with &uodlflications. 'Ihe individual instrnctions have been omitted. 
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divas presented by interested persons regarding& the rules proposed, 
the followin&r aniendments of the regulations ale hereby adoptetl. 

PARAGRAPEI 1. Section 1. 1811(b) — 1 is amended by revisin&i para- 
graph (a) and the material preceding the examples in para&iraph 
(b) (1) and (9) and paragraph (c) (1) and (2). These amended 
provisions read as follows: 

&j1. 1811(b) — 1 MAINTENANCEor AN INcoNSISTENT POSITION. — (a) I&& pciiciul. — 
Under the circumstances stated in «& l. l812 — 1, &j 1. 1812 — 2, paragraph (a) of 
&j 1. 1812 — 8, &j 1. 1812 — 0, &j 1. 1812 — 0, and &j 1. 1812 — 7, the maintenance of an inconsist- 
ent position is a condition necessary for adjustment. The require&Dent in such 
circumstances is that a position maintained with respect to the taxable year 
of the determination and &vhich is adopted in the determination be inconsistent 
with the erroneous iuclusiou, exclusion, otuissiou, allowance, disallo&vance, rec- 
ognition, or nonrecognition, as the case may be, with respe«t to the taxable year 
of the error. That is, a position successfully maintained with respect to the 
taxable year of the determination &mtst be inconsistent &vith the treat&Rent 
accorded an ite&D. kvhich &vas the subject of an error in the computation of the 
tax for the closed taxable year. Adjustments under the circumstauces stated 
in paragraph (b) of jj 1. 1812 — 8 and in &j 1. 1812 — 4 are made without regard to the 
maintenance of an inconsistent position. 

(b) Adi»s(»&c»ts res&&(t&»p &n, ref«t&d or ci«dit. — (1) Au adjustment untler 
auy of the & ircuu&stances stated in r&$ 1. 1812 — 1, 1. 1812 — 5, 1. 1812 — 0, or 1. 1812 — 7 
which would result in the allowance of a refund or credit is authorized 
only if (i) the Co&un&issioner, m connection kvith a &letern&ination, has main- 
tained a position vvhich is inconsistent with the erroneous iuclusion, o&nissiou, 
disallowance, recognition, or nonrecognition, as the case may be, in the year of 
the error, a&ul (ii) such inconsistent position is;i&lopted in the deterutination. 

(2) An adjustment under circumstances stated in (j(j 1. 1812 — 1, 1. 1812 — 0, 
1. 1812 — 0, or 1. 1812 — 7 which would result in the allowance of a refuntl or credit 
is not authorize«1 if the taxpayer with respect to who&n the determination is 
n&ade. and not the Commissioner, has maiutaiued such inconsistent position. 

:k 

(c) Adf&&st»tents &'cs&&(ti»p i» ndditio»&&l, &r»»i»kiiic»ts. — (1) An adjustment 
under any of the circumstances stated in j( 1. 1812 — 2, paragraph (a) of &j 1. 1812 — 8, 
&j 1. 1812' — o, jj 1. 1812 — 0, &j 1. 1812 — 7 &vhi&h would result in additional assessntent is 
authorized only if (i) the taxp:&yer &vith respect to whom the determination is 
with the erroneous exclusion, omission, allo&van& e, recognition, or no~recognition, 
as the case may be, in the year of the error, and (ii) su«h inconsistent position 
is adopted in the determination. 

(2) An adjustment under the circun&stances stated in &j 1. 1312 — 2, paragraph 
(a) of j) 1. 1812 — 8, $ 1. 1812 — o, $ 1. 1812 — 0, or jj 1. 1812 — 7 &vhich &vould result in an 
additional assessment is not authorized if the Con&missioner, and not the tax- 
payer, has maintained such inconsisteut position. 

PAR. 2. Section 1. 1812 is amended by redesipiating paragraph (6) 
of section 1812 as paragraph (7), inserting. a new paragraph (6) 
immediately after paragraph (5) of section 18~12, and adding a histori- 
cal note at, the end thereof, These amended provisions read a, s 
follows: 

N) 
1. 1312 STATUTORY PRovISIONS; CIRCUMSTAN«KS OF ADJUSTMENT. 

SEC. 1812. CERCU;tlSTANCES OF ADJUSTMrXT. 
The circumstances under which (. he adjustment. provided iu sec(. ion 

1811 is authorized are as follows: 

(0) CORRELATIVE DEDTJCTIONS AND CREDITS FOR CERTAIN BELATED 
coRroRATIoNS. The determination allo&vs or disallo&vs a deduction 
(including a credit) in coun&uting the taxable inconte (or, as the 
case may be, net income, normal tax uet income, or surtax net 
income) of a corporation, and a correlative deduction or credit 
has been «rroneously allowed, ontitl«d, or disallowed, as the case 
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may be, in respect of a related taxpayer described in section 
1818 (c) (7). 

(7) BASIS OF PROPERTY Ai TEI& ERRONEOUS TREATMENT OF A PRIOP, 

TRANSACTIOV- 
(A) G&»e&«t r«t&. The deterniination deteruiiues the basis 

of property, and in respect of any transaction ou ivhich such 
basis depends, or in respect of any transaction ivhich was 
erroueously treated as affecting such basis, there occurred, 
with respect to a taxpayer described in subparagraph (B) of 
this paragraph, any of the errors described in subparagraph 
( C ) of this para graph. 

(B) T««p«@&rs «iti& restre&t tn «. 1&n»i tie erroneous treat- 
»&e»t oe& «& «&i. The taxpayer iviih respect to I& houi the errone- 
ous treatment occurred must he- 

(i) Tlie taxpayer ivith respect to vvhom the deteruiina- 
tion is made, 

(ii) A taxpayer ivho acquired title to the property in the 
transaction and from ivhom, mediately or immediately, the 
taxpayer ivith respect io ivhoui the determination is made 
derived title, or 

(iii) A taxpayer who had title to the property at the time 
of the trans»clio&i and froni ivhoui, niediately or immedi- 
ately, the i. axpayer with respect to ivhom the determina- 
ation is uiade derived title, if the basis of the property in 
the hands of the taxpayer with respect to v. horn the deter- 
miuation is made is deterniined under sectiou 1018(a) 
(relating to the basis of property acquired by gift). 

(C) Prior &rro»er&«s t&. ro(»«»t. lyith respect to a taxpayer 
described iu sukq&aragraph (B) of this paragraph- 

(i) There was an erroueous inclusion in, or omission 
froni, gross incouie, 

(ii) There was an erroneous recognition, or nonrecogni- 
tion, of gain or loss, or 

(iii) There ivas ai& erroneous deduction of an item prop- 
erly chargeable to capital account or an erroneous charge to 
capital account of an item properly deductible. 

[Sec. 1812 as amended by sec. 69(a), Technical Amendnieuts Act 1958 
(72 Stat. 1647) ] 

PAR. o. Tile follolving new section is inserted immediately after 
( 1. 1O19-5: 

&k 1. 1812 — 6 CQRRKLATIVE DKDUGTIoxs AND CREDITs FoR CERTAIN RELATED CDB- 

PoRATIoNs. — (a) paragraph (6) of section 1812 applies if the determinatiou 
alloivs or disalloivs a deduction (includin a credit) to a corporation, and if a 
correlative deducti&»i or & re&kit has been erroneously alloived, omitted, or disal- 
loived in respect of a related taxpaver described in section 1818(c) (7). 

(b) The appli&. atiouof paragral&h (a) of this section may be illustrated by the 
folloiving examples: 

E, &«»&pie (1). X Corporition is a ivholly-owned subsidiary of Y Corporation. 
In I!)85, X Corporation paid $n, 000 to Y Corporation and claimed an interest 
deduction for this amount in its return for IWG. Y Corporation included this 
amount in its gross income for 19OL In 1958, the Commissioner asserted a defi- 
cien& y against X Corporatiou for 198 &, contending that the deduction for interest 
paid should be disakkov&ed on the ground that the payment was iu reality the pav- 
nieut of a dividend to Y Corporation. X Corporation contested the deficiency, 
and ultimately in June 1989, a final decisiou of the Tax Court sustained the 
Commissioner. Since ihe amouut of the paymeiit is a dividend, Y Corporation 
should have beeu alkoived for 19 »; the corporate divideuds-received deductiou 
under section 243 ivith respect to such payuient. I1owever, the Tax Court's 
&kecision sustainiug the deficiency agaiust X Corporation occurred after the expi- 
ratioii of the period for filing claim for refund by Y Corporation for 198». 
adjustrneiii. is auihoriaed with respect to Y Corporation for 1988. 

E««»&pt& (8). Assume the sauie facts as in exauiple (1) except that, instead 
of the Couunissioner asserting a deficienc against X Corporation for 19», Y 
Corporation filed a claim for refund in 19oS, alleging that the payment received 
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in 1088 from X Corporation wiis in reality a dividend to which the corporate 
dividends-received deduction (section 248) applies. The Conunissioner denied 
the claim, and ultiniately in June 1080, the district court, iu a final decision, 
sustained Y Corporation. Siuce the aiuoimt of the paynieut is a divideud, X 
Corporation should uot have been alloived an interest deduction for the amount 
paid to Y Corporation. Hoivever, the district court's decisiou sustaining the 
claim for refund occurred after the ezpiration of the period of limitations for 
assessing a deficiency agaiust X Corporation for the year 1088. An adjustment 
is authorized with respect to X Corporation's tax for 10'. 

PAR. 4. Section 1. 1312 — 0 is amended by redesignating such section as 
II 1. 1312 — 7 and by revising the portion of para~graph (a) which pre- 
cedes subparagraph (1) to read as folloivs: 

$ 1. 1812 — 7 BABIs oF PRQPERTY AFTER ERRoxEQUs TREATbIERT OF A PRIoR 
TRAESAcTIOH. — (a) Paragraph (7) of section 1812 applies if the determination 
establishes the basis of propertv, and there occurred one of the following types of 
errors in respect of a prior transaction upon Ivhich such basis depends, or in 
respect of a prior transaction which was erroneously treated as aifecting such 
basis: 

P «:. , &. Section 1. 1812 — 7 is redesignated as ~W 1. 1812 — 8. The title of 
this section, as redesignated, reads as follows: 

f 1. 1812 — 8 Law applicable in determination of error. 

PAr. . 6. Section 1. 1818(c) — 1 is amended to read as follows: 

i( 1. 1818(c) — 1 REI~TED TAzPAYER. — An adjustmeut in the case of the taxpayer 
with respect to whom the error was made may be authorized under section 1811 
although the determination is made with respect to a difterent taxpayer, pro- 
vided that such taxpayers stand in one of the relatiouships specified in section 
1818(c). The concept of "related taxpayer" has application to all of tbe cir- 
cunistances of adjustment specified in g 1. 1812 — 1 through $ 1. 1812 — 8 if the related 
tazpayer is one described in sectiou 1818(c); it has application to the circuin- 
stauces of adjustment specified in $ 1. 1812 — 6 only if the related tazpayer is one 
described in section 1818(c) (7); it does not apply in the circumstances specified 
in $ 1. 1812 — 7. If such relationship exists, it is not esseutial that the error in- 
volve a transaction niade possible only by reason of the ezisience of tbe relation- 
ship. For example, if the error with respect to which an adjustment is sou bt 
under section 1811 grew out of an assigiunent of rents bet&veen tazpaver A aud 
taxpayer B, who are partners, and tbe deieriuination is ivith respect to taxpayer 
A, an adjustment ivith resl&ect to taxi&ayer B may be perniissible despite the 
fact that the assignuient had nothing to do with the business of the partnership. 
The relationship need not exist throughout tbe entire taxable year with respect 
to which the error was made, but only at some tiuie during that taxable vcar. 
For ezample, if a tazpayer on February 18 assigns to his fiancee the net rents 
of a building v-hich the tazpaver owns, and the tivo are iuarried before the end 
of the tazable vear, an adjustment may be permissible if the determination re- 
lates to such rents despite the fact that they &vere not husband and wife at the 
time of the assignment. See $ 1. 1811(b) — 8 i' or the requirenient in certaiu cases 
that the relationship exist at the time an inconsistent position is first maintaiued. 

PAR. 7. Section 1. 1814(c) is anIended to read as folloivs: 
5 1. 1814(c) STATUToRY PaovISIozs; AzloUET AED METHon oF ADJUBTMEET; 

ADJUBTAIENT I EAFFEcTED BY OTHER ITEIIs. 
SEC. 1814. RIOT XT AND 3IETHOD OF ADJI. ;STiIEXT. 

(c) ADJUsTIIEET UEAFFEcTED BY oTHER ITEMS. The amount to be as- 
sessed and collected in the same manner as a deficiency, or to be refunded 
or credited iu tbe sanie mauner as an overpayuient, under this part, 
shall not be dimiiiished bv ani credit or set-oif based upon any item 
other than the one which was the subject of tbe adjustment. The 
aniouni of the adjustment under this part, if paid, shall not be recovered 
by a claini or suit for refund or suit for erroneous refund based upon 
any item other than tbe one which was tbe subject of the adjustment. 
[Sec. 1814(c) as amended by sec. 80(b), Technical Ameudments Act 1088 
(72 Stat. 1647)] 
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I) 1. 13 
STORES 

SEC 

8. Section 1. 1:&$1 is amende(1 to ) ea(l as folloIvs: 

41 STATUToRY PaovIsIDNs; COI(PUTATIQN oF TAx U& I%ERE TAEPAYER RE- 

SUBsTANTIAL A I&oUNT HELD l. NDER C&. AINI oF RIGHT. 

. 1341. COI&IPUTATI()X Ol" TAX AVHERI'' TAXPAYER RE- 
STORES it'BSTAXTIAL A&&f()l'XT HEI, D UXDER CL&IIJI OF 
RIGHT. 

(a) GENERAL RUI. E. — If— 
(1) An item was included in gross income for a prior taxable 

year (or years) because it appeared that the taxpayer had an 
unrestricted right to such item; 

(2) A deduction is alloivable for the taxable year because it was 
established after the close of such prior taxable year (or years) 
that the taxpayer did not have an unrestricted right to such item 
or to a portion of such item; and 

(5) The amount of such deductio~ exceeds jig, 000, then the tax 
imposed by this chapter for the taxable year shall be the lesser of 
the following: 

(4) The tax for the taxable year computed with such deduction; 
or 

(5) An amount equal to— 
(A) The tax for the taxable year con&puted without such 

deduction, minus 
(B) The decrease in tax under this chapter (or the cor- 

responding provisions of l&rior revenue laws) for the prior 
taxable year (or years) which Ivould result solely from the 
exclusion of such item (or portion thereof) from gross income 
for such prior taxable year (or years). 

For purposes of paragraph (5) (8), the corresponding provisions 
of the Internal Revenue Code of IM9 shall be chapter 1 of such 
code (other than subchapter E, relating to self-employment in- 

come) and subchapter E of chapter 2 of such code. 

(b) SPEOIAL RUIEs. 
(1) If the decrease in tax ascertained under subsection (a) (5) 

(R) exceeds the tax in&posed by this chapter for the taxable year 
(computed v&ithout the deduction) such excess shall be considered 
to be a payment of tax on the last day prescribed by law for the pay- 
u)ent of tax for the taxable year, and shall be refunded or credited 
in the same manner as if it )vere an ovcrpayn&ent for such taxable 
year. 

(2) Subsection (a) does not apply to any deduction allowable 
with respect to an iteu& Ivhich was included in gross income by reason 
of the sale or other dispositiou of stock in trade of the taxpayer (or 
other property of a kind Ivhich would properly have been included 
in the inventory of the taxpayer if on hand at the close of the prior 
taxable year) or property held bv the taxpayer prin&arily for sale 
to custo&uers in the ordinary course of his trade or business. This 
paragraph shall not apply if the deduction arises out of refunds or 
repayments with respect to rates n&ade by a regulated public utilitv 
(as defined in section 1503(c) without regard to paragraph (2) 
thereof) if such refunds or repay&uents are required to be made by 
the Goveru&Dent, political subdivision, ageucy. or instrumentality 
referred to in such section, or by an order of a court, or are made 
in settlement of litigation or under threat of imminence of litiga- 
tion. This paragraph shall not apply if the deduction arises out of 
payn&ents or repayn)ents n&adc pursuant to a price redetertnination 
provision iu a subcontract entered into before January 1. 1958, 
between persons other than those bearing the relationship set forth 
in section 267(b), if the subcontract containing the price redcter- 
mination provision is subject to statutory renegotiation and section 
I4t)1 (relating to mitigation of effect of renegotiation of Govern- 
ment contracts) does not apply to such payment or repayn&ent 
solely because such payment or repayment is not paid or repaid to 
the Ilnited States or any agency thereof. 

(3) If the tax in&posed by this chapter for the taxable vear is 
the amount detern&iued under subsection (a) (5), then the deduction 
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referred to in subsection (a) (2) shall uot be taken into account for 
any purpose of this subtitle other than this section. 

[Sec. 1841 as amended by sec. 60, Technical A&ueudu&cuts Act 1058 (72 
Stat. 1617) ] 

PAR. 9. Section 1. 1;Wl — 1 is amended by revising paragraph (b) (1) 
(ii) and (2), correcting examples (2) and (3) in paragraph (d) (4) 
(iii), revising subparagraphs (1) and (2) and adding near subpara- 
graph (3) to paragraph (f), and revising paragraph (i). These 
amencled provisions I cad as folloars: 

t&1. 1841 — 1 RESTDRATIGN oF AIIGUNTs REcEIvED oR AccRUED I. NDER CLAI&II OF 
RIGHT. 

(b) Determination of taa. (1) 
(ii) The taz for the taxable year computed under section 1841(a) (5), that 

is, Ivithout taking such deduction into account, u&inus the decrease in tax (under 
chapter 1 of the Internal Revenue Code of 1054, under chapter 1 (other than 
subchapter E) and subchapter E of chapter 2 of the Internal Revenue Code of 
1980, or under the corresponding provisions of prior revenue laws) for the 
prior taxable year (or years) Ivhich Ivould result solely from the exclusion 
from gross income of all or that portion of the income included under a claim of 
right to which the deduction is attributable. For the purpose of this subdivision, 
the amount of the decrease iu tax is not li&nited to the amount of the tax for the 
taxable vear. See paragraph (i) of this section where the decrease in tax for 
the prior taxable year (or years) ezceeds the tax for the taxable year. 

(2) If the taxpayer computes his tax for the taxable year under the pro- 
visions of section 1841(a) (5) and subparagraph (1) (ii) of this paragraph, the 
amount of the restoration shall not be takeu iuto account in computing taxable 
incon&e or loss for the taxable year, including the computation of any net 
operating loss carryback or carryover or any capital loss carryover. However, 
the anIount of such restoration shall be taken into account in adjusting earnings 
aml profits for the curreut taxable year. 

(d) Determination of decrease in tax for prior taxable pears. 
(4) Computation of amount of decrease in tas. 
(iii) The rules provided in this subparagraph may be illustrated as follous: 

Example (2). Assmue the same facts as in exaniple (1) except that, instead 
of the corporation being entitled to an additional deduction of $5, 000 for 1954, 
it is determined that the corporation failed to include an item of $5, 000 in gross 
income for that year. The decrease in tax for 10O4 is con&puted as follows: 
Tax shown on return for 1054 $12&, 700 

Taxable income for 1054 upon which tax shown on return uas based 
Plus: Additional income (ou account of which deficiency assessment 

could be made) 

85, 000 

5, 000 

Total 
Taz on $40, 000 (adjusted taxable income for 1054) 

40, 000 
15, 800 

Tax on $40, 000 (adjusted taxable income for 1054) 
Tazable inco&ue for 1054 as adjusted $40, 000 
Less: Exclusion of amount restored 10, 000 

15, 800 

Taxable income for 1954 by applying paragral&h (b) 
(1) (ii) of this section 

Taz on $80, 000 

80, 000 

10, 100 

Decrease iu tax for 10, &4 by applying para &al&h (b) (1) (ii) of this 
section 

Taz for 1!Is&7 Ivithout taking thc restoration into account 
5, 200 
1. 500 

Amount I&v Ivhich decrease exceeds the taz for 10, &7 computed without 
iaking the restoratiou into account 8, 700 
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(The $3, 700 is treated as havir&g been paid on the last day prescribed by law 

for the payment of the tax t' or 1957 and is available as a refund. In addition 

the t. axpayer has a deficiency of $2, 600 ($15&, 800 less $12, 700) for 1954 because 
of the additional income of $5, 000. ) 

Ev«&ni&le (8). 1&'or the taxable year 19&&4, a corporation ha&i taxable income 

of $25, 000, &&n which it paid a tax of $7, 500. Included in gross income for the 
year was $10, 000 received under a claim of right as commissions. In 1956, 
the corporation is required to return $5, 000 of the commissions. The corpora- 
tion has a net operating loss of $10, 000 for 19, &6, excluding the deduction for 
the $5&, 000 restored. &&Vhen a &on&putation is made under either paragraph ib) 
(1) (i) or paragraph (b) (1) (ii) of this section, the corporation has no tax 
for the taxable year 19 &6. The decrease in tax for 1951 is computed as follows: 

Tax sho&vn on return for 19&&4 $7, 500 

Taxable income for 1954 upon which tax shoivn on return ivas based "». 000 
Less: Additional deduction (on account of net operating loss carryback 

from 1956) 10, 000 

Net income as adjusted 15, 000 
Tax on $15, 000 (adjusted taxable incon&e for 1954) 4, 500 

Tax on $15, 000 (adjusted taxable income for 1954) 4, 500 
Taxable income for 19&4, as adjusted $15, 000 
Less: Exclusion of amount restored 5, 000 

Taxable income for 1954 by applying paragraph (b) (1) 
(ii) of this section 10, 000 

Tax on $10, 000 

Decrease in tax for 1954 by applying paragraph (b) (1) (ii) of this 
section 1, 500 

Tax for 1056 without taking the restoration into account Xone 

Amount by which decrease exceeds the tax for 1956 computed without 
taking the restoration into account 1, 500 

(The $1, 500 is treated as having been paid on the last day prescribed by law 
for the payment of the tax for 1956 and is available as a refund. In addition, 
the taxpayer has an overpayment of $3, 000 ($7, 500 less $4, 500) for 1954 because 
of the net operating loss deduction of $10, 000. ) 

(f) Inve»tortl (te&nn, stoel. in trode, and property held prin&o&. ily for sale in 
tl&e ordinary course of trade or bi&sinos8. (1) Except for amounts specified in 
subparagraphs (2) and (3) of this paragraph, the provisions of section 1841 
and this section do not apply to deductions attributable to items which were 
included in gross incon&e by reason of the sale or other disposition of stock in 
trade of the taxpayer (or other property of a kind which ivould properly have 
been included in the inventory of the taxpayer if on hand at the close of the 
prior taxable year) or property held by the taxpayer primarily for sale to cus- 
tomers in the ordinary course of the taxi&oyer's trade or business. This section 
is, therefore, not applicable to sales returns and allowances and similar items. 

(2) (i) In the case of taxable years beginning after December 81, 1957, the 
provisions of section 1841 and this so& tion apply to deductions which arise out 
of ref&mfa or repayments ivith respect to rates n&ade by a regulated public utility, 
as defined in section 1508(c) (1) or (3) and paragraph (g) of &j 1. 1 &02 — 2, if such 
refunds or repayments are required to be n&ade by the Government, political 
subdivision, agency, or instrumentality referred to in su&. h so& I ion, or are 
required to be made by nn order of a court, or are n&ade in settlement of litiga- 
tion or under threat or inuninence of liti atiou. Thus, deductions attributable 
to refunds of charges for the sale of natural gas under rates approved tempo- 
rarily by a proper governmental authority are, in the case of taxable vears 
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be . inning after December 3'1, 1057, eligible for the benefits of section 1341 and 
tliis section, if such refunds are required by the governniental authority, or by iin 
order of a court, or are made in settlenient of litigation or under threat or 
imminence of litigation. 

(ii) In the case of taxable years beginning before January 1, 1058, tlie I&rori- 
sious of section 1341 and this section apply to deductions which arise out of 
refunds or repayments (wliether or not with respect to rates) macle by a regu- 
lated public utility, as defined in section 1503(c) (1) or (3) and paragrapli (g) 
of $ 1. 1502 — 2, if such refunds or repayments are required to be made by the 
Government, political subdivision, agency, or instrumentality refer: e&1 to in 
such section. Thus, in the case of taxable years beginning before Jauuary 1, 
1058, deductions attributable to refunds or repayments Inay be eligible for the 
benefits of section 1341 and this section, even though su&h refun&ls or repayments 
are not &vith respe&. t. to rates. On the other hand, in the case of such t;ix»ble 
years, section 1341 and this section do not apply to any deduction which arises 
out of a refund or repayment (ivhether or not ivith respect to rates) ivhich 
is required to be made by an order of a court, or ivhich is niade in settleuient 
of litigation or under threat or imminence of litigation. 

(3) The provisions of section 1341 and this section apply to a deduction 
which arises out of a payment or repaynient made pursuant to a price redetcr- 
uiination provision in a subcontract- 

(i) If such subcontract was entered iuto before Jamuiry 1, 105&S, betiveen 
persons other than those bearing a relationship set forth in section 2&)7(b): 

(ii) If such subcontract is subject to statutory reuegotiatiou; and 
(iii) If section 1481 (relating to mitigation of eifect of renegoti;itio!i of 

Government contracts) does not apply to such payment or repayment solely 
because such payment or repayment is uot paid or repaid to the Unite&1 
States or any agency thereof. 

Thus, a taxpayer who enters into a subcontract to furnish items to a prime 
contractor with the United States may, pursuant to a price redetermination 
provision in the subcontract, be required to refund an amount to the prime 
contractor or to another subcontractor, Since the refund would be iuade 
directly to the prime contractor or io another subcontractor, and not directly 
to the United States, the taxpayer would be unable to avail himself of the 
benefits of section 1481. However, the provisions of section 1341 and this 
section will apply in such a case, if the conditions set forth in subdivisions (i), 
(ii), and (iii) of this subparagraph are met. For provisions relating to the 
uiitigation of the effect of a redeteruiiuation of price with respect to subcon- 
tracts entered into after December 31, 1057, when repayment is made to a party 
other than the United States or any a ency thereof, see section 1482. 

(i) ICef«»&ls. If the decrease in tax for the prior taxable year (or years) 
deteruiined under section 1341(a) (5) (B) and paragraph (b) (1) (ii) of this 
section exceeds the tax imposed by chapter 1 of the Code for the taxable year 
computed ivithout the deduction, the excess shall be considered to be a payment 
of tax for the t:ixable year of the deduction. Such pay&uent is dec~ed to have 
been niade on the last day prescribed by law for the payiuent of tax for the 
taxable ve;ir aud shall be refunded or credited in the sanie manuer as if it 
ivere an overpavinent of tax for such taxable year. However, no interest shall 
be allowed or paid if such as excess results from the appli&ation of section 
1341(a) (5) (B) in the case ot a deduction described in paragraph (f) (3) of 
this section (relating to payments or repayments pursuant to price rede- 
teruiination) . 

PAR. 10. Section 1. 1'i-1 & is amended to read as f olio Yi s: 
$ 1. 1347 STATUTCRY PRovIsIoxs; CLAIxts AGAIxsT I NITRO STATEs INYOLYIN&& 

ACQUISITION OF PROPERTY. 

SEC. 1347. CI, &&IJIS AGAIF(ST UNITED STATES IXVOLVIXG 
ACQUISITIOX OF PROPERTY. 

In the & ase of ainounts (other than interest) received bv a taxpayer 
from the Uiiited States with respect to a claim agaiust the Uuitcd States 
iuvolving tli& acquisition of property and reuiainin unpaid for more 
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th;in 1. & years, the surtax imposed by section 1 attributable to such re- 
ceipt shall not exceed 30 percent of the amount (other than interest) so 
received. This section shall apply only if claim was filed with the United 
States before January 1, 1958. 

[Sec. 1347 as amended by sec. 61, Tech»ical Anicndmeuts Act 19:&8 

(72 Stat. 1648)] 
PAR. 11. Paragraphs (a) and (h) of ki 1. 1647 — 1 are amen&led to read 

as follows: 
$ 1. 1347 — 1 TAx oN CERTAIN AMCHNTs REGEIvED FRQAI THE I NITED STATEs, 

(a) In the case of an amount (other than interest) received from the United 
States by an individual under a claim involving acquisition of property and 
remaining unpaid for more than 15 years, the surtax (or, in the case of taxable 
years beginning before January 1, 1958, the tax) in&posed by section 1 attributable 
to such amount shall not exceed 30 perceut of the aniount (other than interest) 
so received. Ivor the purpose of section 1347 and this section, such amount shall 
not include any a»iount received froni the United States which constitutes 
interest, whether such iuterest was included in the claini or in any judgment 
thereon or has accrued on such judgnient. Section 1347 and this section shall 
only apply with respect to amounts received under a claim filed Viith the United 
States before January 1, 1958. 

(k&) To determine the application of section 1347 and this section to a par- 
ticular aniount, the taxpayer shall first compute the surtix (or, in the case of 
taxable years beginning before January 1, 19;&8, the tax) imposed by section 1 
upon his entire taxable inconie, iucluding the auiount specified in paragraph (a) 
of this section, without regard to the liniitation on tax provided in section 1347. 
The proportion of the surtax (or tax), so computed, indicated by the ratio which 
the taxpayer's taxable income attributable to the ainount specified in paragraph 
(a) of this section, couiputed as prescribed in paragraph (c) of this sectiou, 
bears to his total taxable income, is the portion of the surtax (or tax) attribut- 
able to such amount. If this portion of the surtax (or tax) exceeds 30 percent 
of the amount specifie in paragraph (a) of this section, that portion of the 
surtax (or tax) shall be reduced to 30 percent of such aiuount. 

This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). 

MORTIMER M. CAPLIN& 
Coininissioner o f sterna/ Revenue. 

Approved November 1, 1962. 
STANLEY S. SVRREY& 

Assistant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on Noveniber 6, 1962, 8:53 a. m. , 

and published in the issue of the Federal Register for Novei»ber 7, 1962, 
27 F. R. 10823) 

SECTION 1812. — CIRCUMSTANCES OF ADJUSTMENT 
26 CFR 1. 1612: Statutory provisions; 

circumst, ances of adjustment. 

Correlative deductions and credits for certain related corporations. 
See T. D. 6617, page 196. 
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PART V. — CLAIM OF RIGHT 

SECTION 1341. — COMPUTATION OF TAX WVIIERE TAX- 
PAYER RESTORES SUBSTANTIAL AMOUNT HELD 
UNDER CLAIM OF RIGHT 

26 CFR 1. 1341: Statutory provisions; 
computation of tax ~There taxpayer 
restores substantial amount held 
under claim of right. 

Refund or repayment of rates by regulated public utility pursuant 
to litigation; payments or repayments made pursuant to a price re- 
determination provision in certain subcontracts. See T. D. 6017, 
page 190. 

PART VL — OTHER LIMITATIONS 

SECTION 1347. — CLAIMS AGAINST UNITED STATES 
INVOLVING ACQUISITION OF PROPERTY 

26 CFR 1. 1347 Statutory provisions; 
claims against United States involv- 
ing acquisition of property. 

Amounts received under a claim Ried with the United States before 
3 anuary 1, 1958. See T. D. 6617, page 196. 

SUBCHAPTER S. — SELECTION OF CERTAIN SMALL BUSINESS COR- 
PORATIONS AS TO TAXABLE STATUS 

SECTION 1372. — ELECTION BY SMALL BUSINESS 
CORPORATION 

20 CFR 1. 1372: Statutory provisions; 
election by small business corpora. - 
tion. 

T. D. 6615 ' 

TITLL 26 — INTERNAL REvENDE. — CIIAPTER I, SUBCIIAPTER A, PART 1. — INCOME 
TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 10BS 

Amendment of the Income Tax Regulations to reflect the amend- 
nrent of section 1872 of the Internal Revenue Code of 19o4 made 
by section 2 of the Act of allay 4, 1961 (Public Larv 87 — 29, 75 Stat. 
S4), and to make clarifying changes. 

DEPARTMENT OF TIIK TREASIJRY& 
OrrICE OF Coi&IiIISSIONER OF INTERNAL RKVFNUE) 

Washington 8b, D. C. 

' 27 F. R. 104B4. 
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2'o Opcers and Ii'n& plo&t& es of the Jnlernn/ II'evenue Service and Others 
C: oncerned: 

On May 1, 1062, notice of proposed rulemaking with respect to the 
amendnlent of the Income Tax Regulations (26 CFR Part 1) under 
section 1872 of the Internal Revenue Code of 1054 to conform the 
I'egulations to changes made by the Act of Ivi'Iuy 4, 1061 (Pub. Law 
87 — 20, 75 S[, at. 64) [C. B. 1061 — 2, 807], and to make clarifying changes 
was published in the Federal Register (27 F. R. 4158). After con- 
sideration of all such relevant Inatter as was presented by interested 
persons regarding the rules proposed, the following amendments of 
the regulations are hereby adopted. 

PARAoRAPII 1. Section 1. 1872 is amended by adding a new subsec- 
tion (g) at the end of section 1872 and by revising the historical note 
at the end of the section. These amended provisions read as follows: 

&l 1. 1372 STATUTCRY PRovIsIo is: ELEcTIov BY SMALL BUBINEss CCRPCRATIo'v. 

SEC. 1372. ELECTION BY SMALL BIISINESS CORPORA- 
TION. 

(g) CONsENT To ELEcTICN BY CERTAIN SHAREHOLDERS oP STocK HELD 
As CoxIM UNITY PRCPERTY. — If a husband and Ivife owned stock which 
was conimunity property (or the income from which was community 
income) under the applicable community property law of a State, and if 
either spouse filed a timely consent to an election under subsection (a) 
for a. taxable year beginning before January 1, 1061, the time for filing 
the consent of the other spouse to such election shall not expire prior 
to May 15, 1061. 
[Se&. 1372 as ad&led by sec. 64(a), Techuical Amendments Act of 1958 
(72 Stat. 1650) [P. L. 8» — 866, C. B. 1058 — 3, 254]; amended by sec. 2, Act 
of allay 4, 1061 (Pub. Law 87 — 20, 75 Stat. 64) [C. B. '1061 — 2, 307] ] 

PAR. 2. Paragraph (a) of $ 1. 1]72 — 8 is amended to read as follows: 

$ 1. 1372 — 3 SHAREIIOLDERS' CoNsENT. — (a) In general. — The consent of a share- 
holder to an election by a small business corporation shall be in the form of R 

statenIcnt signed by the shareholder in which such shareholder co»sents to the 
election of the corporation. Such shareholder's consent is binding and may not 
be Ivitlulrawn after a valid electiou is made by the corporation. The consent of 
a minor shall be made by the minor or by his legal guardian, or his natural 
guardian if no legal guardian has beeu appointed. The consent of an estate 
shall be made by the executor or administrator thereof. The statemeut shall set 
forth the name and address of the corporatiou and of the shareholder, the num- 
ber of shares of stock o&vned by him, an&1 the date (or dates) on which such 
stock was acquired. The consents of all shareholders may be incorporated in one 
statement. The consents of all persons who are shareholders at the time the 
election is made shall he attached to the election of the corporation. If the 
election is made before the first day of the corporation's taxable year for which 
it is effective, the co»sents of persons Ivho becoine shareholders after the date 
of election and are shareholders on such iirst day shall be filed with the district 
director with whom the election was filed as soon as practicable after such first 
&I;iv. The consent referred to in the preceding sentence will be considered timely 
if it is filed on or before the last day prescribed for making the election. Where 
a consent is filed after the date of electio», a copy of the consent shall also be 
filed &vith the return required t, o be filed under section 6037. In the case of R 

sli»reholder in a comnumity-»rol&erty State whose spouse has filed a timely 
consent to an election under section 1372(a) for a taxable year beginning before 
. Ia»uary 1, 1061, the time for filing the consent of such shareholder slmll not 
expire prior to filay 15, 1061; in the case of a shareholder in a coiumunitv- 
property Stafe whose spouse has filed a timely consent to an election Luider sec- 
tio» 1372(a) for a taxalile year begin»i»g after December 31, 1060, and on or 
before October 26, 1062, ihe consent of such shareholder shall be considered 
timelv if it is filed on or bef&&re the last day prescribed for making the ele&. tiou. 
An election under section L372(a) will not be valid if any of the cousents are 
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not timely filed. Hoivever, an election which was timely filed for any taxable 
year beginning before llarch 1, 1060, aiid which woul&1 be valid but for the fact 
that tbe consent of auy sliarcholder of the corpoi&utiou ivas not filed or was 
defe& tive in any manner, will not be invalid if— 

(1) A proper consent is filed by such shareholder after December 19, 1059, 
and on or before iiiarcb 1, 1060, 

(2) All shareholders of tbe corporation who previously filed timely and proper 
consents file new consents within the period mentioned in subparagraph (1) 
of this paragraph, and 

(6) The shareholders show to the satisfaction of the district director with 
whom the election under section 1672(a) was filed that the failure to file timely 
and proper consents was not due to an intention to avoid making a valid 
election. 

(This Treasuly Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
26 U. S. C. 7805), ) 

BERTRAND M. HARDING) 
Acting Comm~'ss~'oner of Interna/ Eez, enue. 

Approved October 22, 1062. 
STANLEY S. SURREYi 

Assistant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on October 25, 1062, 8:52 a. m. , 

and published in the issue of the Federal Register for October 26, 1962, 27 F. R. 
10454) 

26 CFR 1. 1872 — 8: Shareholders' consent. Rev. Rul. 62 — 116 
Vfihere stock in a small business corporation owned by a decedent 

at the time of his death is properly subject to the possession of the 
executor or administrator of his estate for purposes of adininistra- 
tion, the estate becomes a shareholder iu the corporation and is, 
therefore, a "new shareholder" within the meaning of section 
1872(e) (1) of the Internal Revenue Code of 1954, notwithsianding 
the fact that under applicable state law legal title to the stock passes 
directly to the legatees under tbe decedent's will or to his heirs at 
law. 

Advice has been requested as to ivhether the death of a sliareholder 
in an electing small business corporation results in the decedent's estate 
being a "new shareholder" within the meaning of section 1372(e) (1) 
of the Internal Revenue Code of 1M4, under the circumstances 
described below. 

The decedent, a shareholder in a small business corporation as de- 
fined in section 1371(b) of the Code, died domiciled in the State of 
Missouri. In his will, he bequeathed all of his stock in the corporation 
to his wife, who was already a shareholder in the corporation. The 
decedent's wife acquired possession of the decedent's stock as executrix 
of his estate for purposes of administration, Upon settlement of the 
estate, the stock ivas transferred to the wife as legatee in accordance 
with an order of distribution which declared her title thereto as of the 
date of the decedent's death. 

The Missouri law relating to collection and management of assets 
of decedents' estates, including the devolution of an estate at death, 
is contained in the Missouri Probate Code of 1M5, I aws of 1955, as 
amended, and is found in Tii, le XXXI, Chapter 478, sections 47. &. 260 
througli 478. 857 of Vernon's Annotated (Iissouri Statutes. 
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Section 478. O60 of Chapter 478 provides as follorvs: 

Wvhen a person &lies, his real and personal property, except exempt property, 
passes to the persons to whom it is devised by his last will, or, in the absence of 
such disposition, to the persons who sue& eed to his estate as his heirs; but it is 
subject to the possession of the executor or administrator and to the election of 
the surviving spouse and is chargeable with the expenses of administering the 
estate, the payment of other claims and allowances to the family, except as 
otherwise provided in this law. 

Section 478. 268 of Chapter 478 provides, in part, as follows: 
1, Every executor or administrator has a right to and shall take possession 

of all the personal property of the decedent except exempt property of the sur- 
viving spouse and unmarried minor children, and administer it in accordance 
with this law. 

Iu addition, section 851. o60 of Chapter 851 of Title XXIII, relating 
to corporations, associations and partnerships, of Vernon's Annotated 
Missouri Statutes provides, in part, as follows: 

2. Shares standing in the name of a deceased person may be voted by his ad- 
ministrator or executor, either in person or by proxy. * s s 

Section 1872(e) (1) of the Code provides, in eRect, that an election 
not to be taxed as a corporation made under section 1872(a) by a small 
business corporation shall terminate if a "new shareholder" in such 
corporation fails to file a timely consent to the election. 

Section 1871(a) (2) of the Code, in defining the term "small business 
corporation, " indicates clearly that. an estate may be a shareholder 
in such a corporation. 

Section 1. 1871 — 1(d) (1) of the Incor»e Tax Regu]ations states that 
ordinarily the persons who would have to include in gross income 
dividends distributed with respect to the stock of a small business 
corporation are considered to be the shareholders of the corporation. 

If real and personal property owned by a decedent at his death is 
properly subject to administration of the estate and to possession of 
the executor or administrator, although legal title thereto passes 
directly under state law to the devisees under the decedent's will or to 
his heirs-at-law, the estate is a taxable entity during the period of ad- 
ministration a»d a»y income earned on the property during such 
period is taxable to tile estate. See EChoin 3f. Petersen et al. v. Cosn- 
nussioner, 85 T. C. 062 (1061), acquiescence, page 5, this Bulletin; 
3farin Caratan v. Comnuesioner, 14 T. C. 984 (1050); E. C. Eh&/de// v. 
Commisshoner, 60 Fed. (2d) 780 (1084). 

Pursuant to the Missouri Probate Code, legal title to the small busi- 
ness corporation stock owned by the decedent in the instant case at the 
time of his death passed directly to his wife under his will. How- 
ever, the stock was properly subject to administration of the estate 
and to the possession of the wife in her capacity as executrix. There- 
fore, the estate was the taxable entity as to income on the stock during 
the period of administration. 

The fact that an executor or administrator has power under the 
Missouri Corporation Code to vote stock held by a decedent, at his death 
is further evidence that a legatee of such stock in Missouri is not con- 
sidered as the shareholder of the stock from the date of the decedent's 
death for all purposes. 

Other states having tij. le passage rules similar to that of Missouri 
also provide that the decedent's estate may exercise certain powers 
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with respect to the stock. In California, for example, section»' &() of 
the Corporations CoIle, 8 est's Annotatecl California Codes, provides 
that "shares standing in the name of a deceased person may be voted 
and all rights incident thereto may be exercised only by his executor or 
administrator, in person or by proxy. " 

A. holding that a legatee or heir becomes the shareholder of a de- 
cedent's stock for purposes of section 1 &7'& (e) (1) of the Code immedi- 
ately at the date of the decedent's death would often result in 
automatic termination of the corporation's election, such as where the 
passage of title to several legatees or heirs would result in the 
ten shareholder limit being exceeded or where a legatee or heir is a 
nonresident alien. In view of these possibilities, tlie fact that, Con- 
gress speci6cally allowed an estate to be a shareholder of a sma, ll busi- 
ness corporation can be taken to indicate an intent to prevent the 
foItuitous circumstance of a death from automatically terminatin & 

the corporation's election in such cases. 
I&'urthermore, such a holding could lead to needless confusion and 

complexity in the following situations: (1) where the legatee or heir 
never receives the stock because it is sold to satisfy clebts of the de- 
cedent, family allowances or estate administration expenses; (2) 
where the will is held invalid, where the legatee renoIuIces the legacy, 
or where legatees or heirs are unknown or c~annot be located, etc. ; and 
(8) where the small business corporation, or one or more of its share- 
holders, wishes to exercise an option to purchase the deceased share- 
holder's stock from the estate which, in the meantime, could have filed 
the requisite Subchapter S consent. 

In Herbert's Estate et a/. v. Commissioner, 189 Fed. (2d) 756, at 757 
(1948), certiorari denied, 822 U. S. 752 (1944), the court stated, 
"Whatever status a personal representative may have for other pur- 
poses, he is treated by the Revenue Acts as a new owner of the 
decedent's property for income tax purposes. " 

Similarly, it is concluded that if a decedent's Subchapter S stock is 
properly subject to the possession of the executor or administrator of 
the estate for purposes of administration, the executor or adminis- 
trator is considered to be the "new owner" of the stock for the purpose 
of section 1872(e) (1) of the Code, regardless of who tecluIically has 
legal title to such stock under applicable state law. See also section 
1. 1872 — 8(b) of the regulations. 

Accordingly, in view of the foregoing, it is held that as a result of 
the death of the decedent in the instant case, the decedent's estate be- 
came a "ne~ shareholder" in the small business corporation within 
the meaning of section 1872 (e) (1) of the Code. 

SUBCHAPTER T. — COOPERATIVES AND THEIR PATRONS 

PART II. — TAX TREATMENT BY PATRONS OF PATRONAGE 1&IVII&ENBS 

SECTION 1885. — AMOUNTS INCLUDABLE IN PATRON'S 
GROSS INCOME 

Consent to a written notice of allocation required by bylaw. See 
Rev. Proc. 62 — 86, page 587. 
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PART III. — DEFINITIONS; SPECIAL RULES 

SECTION 1688. DEFINITIONS; SPECIAI, RULES 

Consent to a written notice of allocation required by bylaw. See 
Rev. I roc. 62 — o6, page 58Y. 

CHAPTER 2. — TAX ON SELF-EMPLOYMENT INCOME 

SECTlON 1402. — DEFINITIONS 
Rev, Rul. 62 — N' 26 CFB 1. 1402(c) — 1: Trade or business. 

The performance of service by an individual in the exercise of 
his profession as a doctor of osteopathy, who is not a doctor of 
nredicine, is not excluded from the term "trade or business" within 
the meaning of section 1409(c) of the Self-Employment Contribu- 
tions Act of 19o4, as amended by the Social Security Amendments 
of 1966. The income derived from the performance of such service 
is includible in coInputing the individual's net earnings from self- 
employment for purposes of such Act. 

The Internal Revenue Service has been requested to state whether 
the performance of service as a doctor of osteopathy is excluded from 
the term "trade or business" for purposes of the Self. -Employment 
Contributions Act of 1054 (chapter 2, subtitle A, Internal Revenue 
Code of 1054), as amended by the Social Security Amendments of 
1056, under the circumstances set forth herein. 

The taxpayer lras a degree of Doctor of Osteopathy, but does not 
possess a degree of Doctor of Medicine. However, the board of medi- 
cal examiners for the state in which the taxpayer performs his serv- 
ices is authorized by statute to license doctors of osteopathy to prac- 
tice medicine and surgery to the same extent as a doctor of medicine, 
and the taxpayer was s~o licensed by this board. 

Prior to the enactment of the Social Security Amendments of 1056, 
section 1402(c) (5) of the Seli-Employment Contributions Act of 
1054 excluded from the term "trade or business" the performance of 
service by an individual in the exercise of his profession as a physi- 
cian, lawyer, dentist, osteopath, veterinarian, chiropractor, naturo- 
path, optometrist, , or Christian Science practitioner; or the perform- 
ance of such service by a partnership. For taxable years ending after 
1055, section 1402(c) (5) of the Act, , as amended, excludes from the 
term "trade or business" the periormance of service by an individual 
in the exercise of his profession as a doctor of medicine or Christian 
Science practitioner; or the performance of such service by a partner- 
ship. The designations of the excluded professions are given their 
commonly accepted meanings. 

The legislative history of the amendment of the Self-Employment 
Contributions Act of 1054, whereby certain previously excluded pro- 
fessions were brought within the scope of its provisions, clearly indi- 
cates that it was the intention of the Congress to exclude only 
physicians who are doctors of medicine and specifically to extend self- 
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employment coverage to doctors of osteopathy. See H. Conf. Rept. 
2936, 84th Cong. , 2d Sess. , 27 (1956), 3 U. S. Cong. News 19o6, 39o4, 
3958. The fact that a doctor of osteopathy may be authorized by a 
particular state statute to perform the same services as a doctor of 
medicine would appear to be immaterial, considering the intent of 
the Congress. 

In view of the foregoing. , it is held that services performed by a 
doctor of osteopathy, who ls not a doctor of medicine within the com- 
monly accepted meaning of that term, are not excepted from the term 
"trade or business" within the intendment of sect, ion 1402(c) of the 
Act, as amended. Accordingly, the income derived by a doctor of 
osteopathy from the practice of his profession is includible in com- 
puting his net earnings from self-employment notwithstanding that 
he was licensed to practice medicine and surgery. 

Rev. Rul. 62 — 200 

Information concerning the status, under the Self-Employment 
Contributions Act of 1054, of missionaries who are not citizens of 
the United States but who are associated with a religious denomina- 
tion which has its corporate headquarters in the United States. 

Several inquiries have been presented to the Internal Revenue Serv- 
ice relative to the status, under the Self-Employment Contributions 
Act of 1954 (chapter 2, subtitle A, Internal Revenue Code of 1954), 
of foreign missionaries, not citizens of the United States, who are as- 
sociated with a religious denomination which has its corporate head- 
quarters in the United States. 

Some of these missionaries have permanent resident visas in the 
United States which they keep valid, although they perform some 
services in other countries. All of the missionaries are duly ordained 
ministers of. a church. Some of them perform services in the exercise 
of their ministry in the United States while on furlough, for which 
they receive separate compensation. 

The specific questions presented and answers thereto are set forth 
below. 

Question j. May nonresident alien missionaries who are associated 
with a religious denomination, whose corporate headquarters is in the 
United States, have income subject to the tax imposed under the Self- 
Employment Conti ibutions Act while serving outside the territorial 
limits of the United States? 

Amwer. No. Section 1402(b) of the Act excludes from the term 
"self-employment income" the net earnings from self-employment of 
a, nonresident alien individual. However, for purposes of the tax on 
self-employment income, an individual who is not a citizen of the 
United States but who is a resident of the Virgin Islands, Puerto Rico, 
Guam, or American Samoa is not considered to be a nonresident alien 
individual. See section 1402(b) (2) of the Act. 

Question 8. May a resident alien missionary performing ministerial 
services outside the United States elect, on a voluntary basis, to be 
covered under the insurance system established by Title II of the Social 
Security Act? 

674924' — 66 15 
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Anstoer. A resident alien missionary who is a duly ordained, com- 
missioned, or licensed minister of a church, or a member of a religious 
order (other than a member of a religious order who has taken a vow 
of poverty as a member of such order), may elect on a voluntary basis 
to be covered under the insurance system established by Title II of 
the Social Security Act by filing Form 2081, Waiver Certificate For 
Use by Ministers, Certain Members of Religious Orders, and Christian 
Science Practitioners, in accordance with section 1402(e) of the In- 
ternal Revenue Code of 1M4. Provided a valid waiver certificate is 
filed, a, tax is imposed, under section 1401 of the Code, on all "self- 
ernployment income, " which includes income earned both within and 
without, the United States. Also the ent, ire income of a resident alien 
derived from a, ll sources, including income derived from sources with- 
out the United States is includible in his gross income for Federal 
income tax purposes. See Rev. Rul. 55 — 62, C. B. 1055 — 1, 212. 

Quesft'on o. Does remuneration received by a resident alien mis- 
sionary for ministerial services performed while in the United States 
on regular furlough constitute "self-employment income?" 

Avidness. As indicated in question 2 above, such remuneration con- 
stitues "self-employment income" provided the missionary filed a 
valid waiver certificate on Form 2061. 

Qtiegtion g. Are alien missionaries who contemplate performing 
ministerial services in the United. States eligible to file a waiver cer- 
tificate under the provisons of section 1402(e) of the Self-Einploy- 
ment Contributions Act? . 4nsmer. Only resident alien missionaries, as described in answer 
to question 2, above, may file a Form 2081, waiver certificate, in con- 
templation of having net earnings from self-employment for pur- 
poses of the Self-Employment Contributions Act. 

CHAPTER 6. — CONSOLIDATED RETURNS 

SUBCHAPTER A. — RETURNS AND PAYMENT OF TAX 

SECTION 1501. — PRIVILEGE TO FILE 
CONSOLIDA. TED RETURNS 

Rev. Rul. 62 — 204' 26 CFR 1. 1501 — 1: Privilege to file 
consolidated returns. 

(Also Section 1502, 1, 1502 — 11) 
Aifiliated corporations filing consolidated returns may make a new 

electio~ to file separate returns for either the first taxable year for 
which returns are due to be filed after the date of enactment of the 
Revenue Act of 1062, or the first taxable vear ending after the date 
of such ena«tment. 

Inquiries have been received whether enactment of the Revenue 'i«t 
of 1062, Public Law 87 — 8M, 76 Stat. 960, approved October 16, 1062, 

'hlso released as Technical Information Release 412, dated November 9, 1962: this 
Revenue Ruiing was clarified by Revenue Ruling 63 — 18, I, R. B, 1963 — 8, 16, dated Febru- 
ary 25, 1063 
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C. B. 1062 — 8, page 111, will permit affiliated corporations a new election 
to file separate returns in lieu of consolidated returns and as to the 
year for which such new elections will be available. 

Since the Revenue Act of 1962 constitutes a significant, change in the 
tax laws, the Treasury Department has authorized a new election to 
file separate returns for either the first taxable year for which returns 
are due to be filed after the date of enactment of the Act, or the first 
taxable year ending after the date of such enactment. 

In this regard, returns due to be filed after the date of enactment of 
the Act (including any extensions of time granted by the Commis- 
sioner) will be considered as filed and the election exercised on such 
due date even though the return was filed prior to the due date. How- 
ever, the last, return (or returns), whether original or revised, filed on 
or before the due date for the return (including any extensions of time 
for filing such return), will be considered the return or returns filed on 
such due date. For example: An aSliated group whose taxable year 
ended on February 28, 1962, received an extension of time to file its 
consolidated return until November 15, 1062; however, it filed its orig- 
inal return on October 15, 1062. The group may exercise its election 
to file separate returns in lieu of consolidated returns by filing either 
revised returns for its taxable year ended February 28, 1962, on a sep- 
arate return basis on or before November 15, 1962; or, original returns 
for its taxable year ending February 28, 1968, on a separate return 
basis. 

SECTION 1502. REGULATIONS 

26 CFR 1. 1502 — 11: Consolidated returns 
for subsequent years. 

Affiliated corporations filing consolidated ret, urns may make a new 
election to file separate returns. See Rev. Rul. 62 — 204, page 212. 

SUBTITLE C. — EMPLOYMENT TAXES 

CHAPTER 21. — FEDERAL INSURANCE CONTRIBUTIONS 
ACT 

SUBCHAPTER C. — GENERAL PROVISIONS 

SECTION 8121. — DEFINITIONS 

26 CFR 81. 8121(a) — 1: Wages. 
(Also Section 8806; 81. 8806 (b) — 1. ) 

Rev. Rul. 62 — 150 

Whether the value of meals furnished by an employer to his 
employees is "wages" for Federal employment tax purposes depends 
upon whether the value of the meals represents an appreciable part 
of the remuneration of the employees. The value of one free meal a 
day is considered appreciable for employment tax purposes. 
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Whether the meals are furnished "for the convenience of the em- 
ployer" is immaterial for emplovment tax purposes. 

S. S. T, 302, C. B. 1938-1, 430, revoked; Revenue Ruling o7-471, 
C. B. 1957-2, 630, modified. 

Advice has been requested whether the value of meals furnished by 
a hospital to its employees represents "wages" for purposes of the 
Federal Insurance Contributions Act (Chapter 21, subtitle C, Internal 
Revenue Code of 1954) . 

The hospital, a taxable entity for Federal Insurance Contributions 
Act purposes, furnished one free meal a day to each employee under 
conditions wllich would satisfy the convenience-of-the-employer test 
for Federal income tax purposes. Inasmuch as the value of the meals 
in question is excludable from the employees' gross income under sec- 
tion 119 of the Internal Revenue Code of 1954, the hospital asks 
whether the value of the meals is also excludable f'rom the employees' 
"wages" for Federal employment tax purposes. 

I» Revenue Ruling 57 — 471, C. B. 1957 — 2, 630, it is held that the value 
of meals furnished certain employees constitu~tes "wages" for Federal 
Insurance Contributions Act purposes. In that case a company oper- 
ates a chain of variety stores within which luncheon-counters or cafe- 
terias are operated for the purpose of serving food to customers. Each 
lunch-counter and cafeteria employee is entitled to a meal without 
charge for each meal period occurring during his work shift. Em- 
ployees who do not avail themselves of the meals have no right to their 
cash value. Tits conclusion in that ruling is based on the principle 
that meals provided free to employees of employers in the restaurant 
industry do not fall within the category of "facilities and privileges" 
within the meaning of the applicable employment tax regulations. 

S. S. T. 302, C. B. 1988 — 1, 456, which holds that the value of lunches 
furnished without charge by the . 11 company to its employees is not 
"wages" for Federal employment tax purposes, was cited in Revenue 
Ruling 57 — 471. S. S. T. 802 was distinguished f rom the Revenue 
Ruling mainly on the basis that the company was not engaged in the 
business of preparing and serving food to customers. AVhen S. S. T. 
802 was issued, Article 207 of Regulations 90 contained the following 
provision: 

Ordinarilv, facilities or privileges (such as entertainment, cafeterias, re«tau- 
rastc, medical services or so-called "courtesy" discounts on purchases), furnished 
or offered by an employer to his employees generally, are not considered as 
remuneration for services if such facilities or privileges are offered or furnished 
by the employer merely as e convent cncc to tl&e employer or as a means of pro- 
moting the health, good will, contentment, or efficiency of his emplovees. 
[Italics supplied. ] 

The current regulations issued under section 8121 of the I&'ederal 
Insurance Contributions Act do not list cafeterias and restaurants as 
examples of facilities or privileges which are not considered as remu- 
neration for services, and the convenience-of-the-employer language 
has long been eliminated from the Federal employment tax regu- 
lations. Section 81. 3121(a) — 1(f) of the current regulations provides 
as follows: 

Ordinarily, facilities or privileges (such as entertainment, medical services, 
or so-called 'courtesy' discounts on purchases), furnished or otfered by an em- 
ployer to his employees generally, are not considered as remuneration for emploV- 



215 [Ii 3121. 

ment if such facilities or privileges are of relativel&t sn&all valne and are offered 
or furnished by the e&uployer merely as a means of promoting the health, good 
will, contentment, or efficiency of his employees. The te&m 'facilitics or privi- 
leges', ho&eever, does not ordina&. iiy include the &. aine of &seals or lodging fur- 
nished, for example, to restaurant or hotel employees, or to seamen or other 
employees aboard vessels, since generally these items consitate an apirreciable 
part of the total remuneration of such employees. [Italics supplied. l 

Although the "convenience-of-the-employer" test lras been used in 
the income tax area to determine if the value of meals furnished is 
includible in gross income, this is no longer a test for Federal employ- 
ment tax purposes. See paragraph 6 of &firn. 5657, C. B. 1944& 550. 
The furnishing of one or more free meals daily by an employer to 
;in employee is an appreciable part of the remuneration of the em- 
ployee. Whether the employer is in the business of preparing and 
serving meals to customers is imma, terial since, in applying the "rela- 
tively small value" test under the applicable rec ulations, it is obviously 
impossible to distinguish between the value of a meal furnished, for 
example, to a bank employee and the value of one furnished to an 
employee of a hospital or restaurant. 

In view of the foregoing, it is held that the fair value of meals fur- 
nislied by the hospital, in tlie instant case, to its employees respresents 
uwages" for purposes of the Federal Insurance Contributions Act. 
This conclusion is also applicable for purposes of the Federal Unem- 
ployment Tax Act (Chapter 28, subtitle C, of the Code). 

S. S&. T. 802, C. B. 1988 — 1, 456, is hereby revoked; Revenue Ruling 
57W71& C. B. 1957 — 2, 680, ivith respect to the statement that S. S, T. 802 
is "still in full force and e8ect&" is hereby modified. 

Pursuant, to the authority contained in section 7805 (b) of the Code, 
the revocation of S. S. T. 802 will not be applied retroactively to tax- 
able periods beginning prior to January 1, 1968. 

26 CFR 81. 8121 (d) — 1: I&%ho are employees. 
(Also Sections 8806, 8401; 81. 8806(i) — 1, 

81. 8401 (a) -1. ) 

Rev. Rul. 62 — 124 

Under an agreement, a husband and wife manage a trailer park 
for the owner thereof. They hire the necessary helpers, iix their 
wa es, pav them from a pettv cash account and have charge of all 
operating details oi' the trailer park. They are paid as compensation 
a stated percentage of the gross collections from the trailer park 
rentals and the laundry service meters. The contract iuay be termi- 
nated upon thirty days' notice. Het&l, the individuals are employees 
of the owner for Federal employment tax purposes. 

Advice has been requested as to the status, for Federal employ- 
ment tax purposes, of a husband and wife with respect to services 
performed by them in the management of a trailer pari- for the owner 
thereof. 

The husband and wife entered into an agreement with the owner of a 
trailer park to manage the park for him. Under the agreement, 
they maintain orderly operation of the park, enforce all rules and 
regula, tions and, within their capabilities& preserve the property of the 
park. They attend to such duties as cutting the grass, maintaining 
and draining streets, excluding peddlers and other unauthorized per- 
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sons from the park and assisting guests with the parking of their 
vehicles. They also collect rental payments, make meter collections 
from the washing and drying machines, deposit the collections daily in 
a designated bank to the account of the owner and make daily reports 
to the owner of all collections for the previous day's business. They 
keep a petty cash account on the premises to take care of urgent ex- 
penses, such as minor repairs, park labor, gasoline and other in- 
cidentals. At, the end of each month, they render to the owner a 
statement covering the account. They are authorized to hire helpers 
and have complete charge of all details as to their wages, duties, etc, 
The wages of the helpers are paid from the petty cash account. As 
compensation for their service, the individuals are paid a stated per- 
centage of the gross collections from the park rentals and laundry 
service. The agreement may be terminated by the owner or the in- 
dividuals upon thirty days' not, ice. 

Section 3121(d) of the Federal Insurance Contributions Act (chap- 
ter 21, subtitle C, Internal Revenue Code of 1954) provides that the 
term "employee" means, among other things, any individual who, 
under the usual common law rules applicable in determining the 
employer-employee relationship, has the status of an employee. The 
guides for determining whether, under such rules, an employer-em- 
ployee relationship exists are found in section 31. 3121(d) — 1(c) of the 
Employment Tax Regulations. 

It is concluded, upon the basis of the stated facts, that the owner 
of the trailer park exercises, or has the right to exercise, such con- 
trol and direction over the two individuals in question as is necessary 
to establish the relationship of employer and employee under the 
usual common law rules. Accordingly, it is held that such individ- 
uals, and the helpers hired by them, are employees of the owner for 
purposes of the taxes imposed by the Federal Insurance Contributions 
Act, with respect, to the services performed in the operation of the 
trailer park. 

This conclusion is also applicable for purposes of the Federal 
Unemployment Tax Act and the Collection of Income Tax at Source 
on Wages (chapters M and 24, respectively, subtitle C, Internal 
Revenue Code of 1954). 

Rev. Rul. 6o — 157 ' 

r Based on Technical Information Release 396, dated September 7, 1962. 

(Also Sections 8806, 3401; 31. 3306(i) — 1, 
31. 8401(c) — 1. ) 
Where individuals mingle with and encourage customers to buv 

drinks in night clubs or similar-type establishments for remuneration 
determined on a commission basis or otherwise (the so-called B-Girls), 
they are employees of the operators of the establishments with respect 
to such services for purposes of the Federal employment taxes. This 
is true regardless of whether they may be considered independent con- 
tractors with respect to the performance of a particular act or spe- 
cialty in the same establishment. See Mim. 6715, C. B. 1951 — 2, 171. 
Accordingly, the remuneration (including commissions) for these 
services a~s B-Girls constitutes wages subject to the taxes imposed by 
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the Federal Insurance Contributions Act and the Federal Unemploy- 
ment Tax Act, and for purposes of the Collection of Income Tax at 
Source on Wages (Chapters 21, 23, and 24, respectively, subtitle C, 
Internal Revenue Code of 1054) . 

CHAPTER 28. — FEDERAL UNEMPLOYMENT TAX ACT 

SECTION 3306. — DEFINITIONS 

26 CFR 31. 3306(b) — 1: Wages. 

I&"ree meals furnished employees by their employers. See Rev. Rul. 
62 — 150, page 213. 

26 CFR 31. 3306 (i) — 1: Who are employees. 

Individuals performing services as manager of a trailer park for the 
owner thereof. See Rev. Rul. 62 — 124, page 215. 

Individuals performing services as "B-Girls" in night clubs and 
other similar establishments. See Rev. Rul. 62-157, page 216. 

CHAPTER 24. — COLLECTION OF INCOME TAX AT 
SOURCE ON WAGES 

SE CTION 3401. — DEFINITIONS 
26 CFR 31. 3401(a) — 1: Wages. 

Commissions received by individuals performing services as man- 
ager of a trailer park for the owner thereof. See Rev. Rul. 62 — 124, 
page 215 

26 CFR 31. 3401(c) — 1: Employee. 
Individuals performing services as "B-Girls" in night clubs and 

other similar establishments. See Rev. Rul. 62 — 157, page 216. 

SECTION 3402. INCOME TAX COLLECTED AT SOURCE 
26 CFR 31. 3402(a) — 1: Requirement 

of withholding. 

Statutory pay of a cadet of the United States Coast Guard 
Academy. See Rev. Rul. 6o 122, page 12. 
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SUBTITLE D. — MISCELLANEOUS EXCISE TAXES 

CHAPTER 31. — RETAILERS EXCISE TAXES 

SUBCHAPTER A. — JEWELRY AND RELATED ITEMS 

SECTION 4001. — IMPOSITION OI' TAX 

26 CFR 48. 4001 — 1: Imposition of tax. 
Whether the retailers excise tax and the cabaret tax are applicable 

where articles subject to the retailers excise tax are sold in a cabaret 
in transactions which also establish liability for the cabaret tax. See 
Rev. Rul. 62 — 185, page 253. 

Applicability of the retailers excise tax on clocks where an advertis- 
ing company contracts to display for a period of time advertisements 
of customers on the company's outdoor signboards which contain 
clocks. See Rev. Rul. 62 — 192, page 229. 

26 CFR 48. 4001 — 2: Jewelry. Rev. Rul. 62 — 100 

The retailers excise tax on jewelry and related items, imposed by 
section 4001 of the Internal Revenue Code of 1904, does not apply 
to a retailer's separate sale of a ring guard, unless it is made of, 
ornamented, mounted, or fitted with precious metals or imitations 
thereof. Iiowever, vvhen a retailer sells a ring guard on or with a 
ring, the tax applies to the total selling price of the ring and the ring 
guard, regardless of the material of which made. 

Advice has been requested whether the retailers excise tax on jewelry 
and related items applies to the sale at retail of a ring guard. 

A retailer sells ring guards, which are strips of material which can 
be clipped to rings to keep them in position. A ring guard may 

revent the loss of a ring which otherwise is too loose for the finger. 
ome ring guards have a spring-type construction which slips on the 

rings, where~as others have tabs which can be bent to fit the rings. Ring 
gua~rds are usually made of or plated with gold, silver, brass or some 
other metal. Many are plated with gold or some other precious metal 
which is one one-hundred-thousandth of an inch or more in thickness. 
Occasionally, the retailer sells a ring guard on or with a ring. 

Section 4001 of the Internal Rev~enue Code of 1954 imposes a tax 
upon the sale at retail of "all articles commonly or commercially 
known as jewelry, whether real or imitation. " That section also im- 
poses a tax upon the sale at retail of "articles made of, or ornamented, 
mounted or fitted with precious metals or imitations thereof. " 

Section 48. 4001 — 2(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that jewelry in general includes articles 
designed to be worn on the person or on apparel for the purpose of 
adornment and which in accordance with custom or ordinary usage are 
worn so as to be displayed, such as rings, chains, brooches, bracelets, 
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cu8 buttons, necklaces, earrings, beads, charms, pendants, etc. The 
tax is imposed on the sale of any of such articles at retail, regardless 
of the substance of which made and without reference to their utili- 
tarian value or purpose, unless for a purpose specifically exempted by 
law. 

Section 48. 4001-4(a) of the regulations provides, in part, that the 
tax imposed by section 4001 of the Code applies to the sale at retail 
of articles (as distinguished from those articles commonly or com- 
mercially known as jewelry as described in section 48. 4001 — 2) which 
are mad. e of, or ornamented, mounted or filtted with, precious metals 
or imitations thereof. 

Section 48. 4001 — 4(b) of the regulations provides that the term 
"precious metals" includes platinum, gold, silver, and other metals of 
similar or greater value. The term "imitations thereof" includes 
(i) alloys of precious metals, and (ii) platings of precious metals and 
platings of alloys of precious metals, provided such platings are one 
one-hundred-thousandth of an inch or more in thickness. 

A ring guard, by itself, is not considered to be an article commonly 
or commercially known as jev elry within the meaning of section 4001 
of the Code. Therefore, it is held that the retailers excise tax, im- 
posed by section 4001 of the Code, does not apply to a retailer's sep- 
arate sales of those ring guards which are made of, or plated with, 
brass or some other nonprecious metal. However, the tax applies to 
separate sales by a retailer of those ring guards which are made of, 
ornamented, mounted, or fitted. with precious metals or imitations 
thereof. 

On the other hand, when a retailer sells a ring guard on or with 
a ring, the tax applies to the total selling price of the ring and ring 
guard, regardless of the material of which made. tTnder these cir- 
cumsta~nces, the ring guard is considered to be a part of the ring. 

See Revenue Ruling 58 — 196, C. B. 1958 — 1, 866, which sets forth a 
similar conclusion with respect to the taxability of. wrist watch bands 
when sold separately or when sold on or with wrist watches. 

26 CFR 48. 4001 — 3: Certain real or synthetic 
stones. 

Rev. Rul. 6P. — 219 

For purposes of the retailers excise tax on the sale at retail of 
certain real or synthetic stones, imposed by section 4001 of the 
Internal Revenue Code of 10M, the term "sapphire" includes all 
precious corundum, irrespective of color, other than that referred to 
as "ruby. " Accordingly, a stone produced from synthetic corundum 
the color of alexandrite and having a molecular composition 
similar to a natural sapphire comes within the scope of the tax 
imposed by that section. 

Advice has been requested whether a stone produced from synthetic 
corundum the color of alexandrite comes within the scope of the re- 
tailers excise tax imposed by section 4001 of the Internal Revenue Code 
of 1954. 

Section 4001 of the Code, insofar as material here, imposes a tax 
on the sale at retail of certain enumerated stones, by whatever name 
called, whether real or synthetic. Included in that enumeration of 
stones is "corund um" of tlute "ruby" and "sapphire" types. 
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In accordance with the provisions of section 48. 4001 — 3 of the Man- 
ufacturers and Retailers Excise Tax Regulations, the tax imposed by 
section 4001 applies to the sale at retail of any synthetic stone which 
has a molecular composition similar to a natural stone which is listed 
in that section. 

Information available to the Internal Revenue Service indicates 
that corundum is a mineral, the transparent varieties of which are used 
as gems. The gem varieties of corundum are referred to as "precious 
corundum, " as distinguished from other varieties of corundum, such 
as "emery" and "common corundum, " which are not used as gems. 
"Ruby" and "sapphire" are the gem varieties of corundum. "Ruby" 
refers to precious corundum which varies in color from a light to a 
dark red. "Sapphire, " as the term is generally used, refers to precious 
corundum other than "ruby. " IIowever, in a more restricted meaning, 
the term is sometimes used to refer to corundum of a rich blue color. 

Although the synthetic corundum in the instant case has a molecular 
composition similar to natural sapphire, it is contended that synthetic 
corundum the color of alexandrite does not come within the scope of 
the tax because it is neither the red color of "ruby" nor the rich blue 
color of "sapphire" within the restricted meaning of the latter term. 

For purposes of the retailers excise tax, the terms "ruby" and 
"sapphire" as used in section 4001 of the Code are intended to limit 
the application of the tax to those varieties of corundum that are used 
as gems and to exclude from the tax the other varieties of corundum 
which are not used as gems. Thus, the tax is intended to apply to all 
gem varieties of corundum, regardless of color, rather than to be 
limited to corundum of red and blue colors only. 

Accordingly, the term "sapphire, " as used in section 4001 of the 
Code, includes all precious corundum other than that referred to as 
"ruby. " Therefore, it is held that a stone produced from synthetic 
corundum the color of alexandrite and having a molecular composi- 
tion similar to a natural sapphire comes within the scope of the tax 
imposed by tha, t section. 

26 CFR 48. 4001 — 4: Articles made of, or Rev. Rul. 62 — 106 
ornamented, mounted or fitted with, 
precious metals or imitations thereof. 

Sterling silver shoe buckles are subject to the retailers excise tax 
imposed by section 4001 of the Internal Revenue Code of 1954 upon 
articles made of precious metals. Where they are sold in combination 
with nontaxable shoes, the tax applies to that portion of the total retail 
sale price which is allocable to the taxable buckles. This allocation 
may be made in accordance with the principles set forth in Revenue 
Ruling 58 — 551, C. B. 1958 — 2, 747. 

Pursuant, to the ruling cited above, the basis for tax is determined 
by applying to the retail sale price of the combination, the ratio which 
the separate retail sale prices of the taxable articles bear to the sum 
of the separate retail sale prices of both the taxable and nontaxable 
articles when sold separately at retail. However, in case certain tax- 
able and nontaxable articles in a combination are not soM separately 
at retail and do not have established retail sale prices, the taxable 
portion may be determined by applying to the retail sale price of the 
combination, the ratio that the costs of the taxable articles bear to the 
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total costs of the taxable and nontaxable articles. Where the retailer 
does not have such cost-ratio information, he may obtain it from the 
person who assembles the combination. 

26 CFR 48. 4001 — 8: Repairs. Rev. Rul. 62 — 176 

The applicability of the retailers excise tax on jewelry and related 
items, imposed by section 4001 of the Internal Revenue Code of 1054, 
to operations involving the repair of a. customer's article depends 
upon whether the repairer furnishes an article which, if sold sepa- 
rately, would be subject to the tax. Furnishing such a taxable 
article constitutes the sale of that article to the customer, and the 
tax applies to the price charged for the taxable article. However, 
the tax does not apply to charges for labor and nontaxable materials 
used in repairing the customer's article, if billed separately. The 
retailer's records should establish that any allocation of the total 
charges between taxable and nontaxable items is reasonable and 
proper under the circumstances. 

Advice has been requested concerning the applicability of the re- 
tailers excise tax on jewelry and related items to charges made by a 
repairer who furnishes materials and articles used in certain repair 
transactions. 

Section 4001 of the Internal Revenue Code of 1954 imposes a tax 
on the sale at retail of several categories of articles, referred to gen- 
erally as "jewelry and related items, " including to the extent involved 
here certain categories of articles as follows: 

(1) All articles commonly or commercially known as jewelry, 
whether real or imitation. 

(2) Certain enumerated stones, by whatever name called, 
whether real or synthetic. 

(3) Articles made of, or ornamented, mounted or fitted with, 
precious metals or imitations thereof. 

(4) Gold, gold-plated, silver, silver-plated or sterling hollow 
ware. 

Section 48. 4001 — 8(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that if an item is repaired and in connec- 
tion therewith the person making the repair furnishes an article which 
would be subject to the tax imposed by section 4001 of the Code if sold 
separately at retail, the tax applies to the charge made for the article 
so furnished. In such case, the total charge made for the repair shall 
be deemed to be the price charged for the taxable article used in the 
repair, unless the portion of the total charge attributable to labor and 
to the use of any nontaxable materials is billed as a separate item. 
Examples of articles which are taxable when furnished in connection 
with the repair of other articles include (1) articles made of, or orna- 
mented, mounted or fitted with, precious metals or imitations thereof, 
such as a ring mounting or setting, a bracelet link or safety chain, 
a complete shank of a ring (extending from one side of the head of 
the ring to the other side), a spring ring or sv-ivel, catch, earring 
back or screw, and (2) a stone enumerated in section 4001. 

Section 48. 4001 — 8(b) of the regulations provides that if an article 
referred to in section 4001 is rep~aired and the repair operation con- 
sists of labor only, the repair operation is not subject to the tax. 
Also the tax does not apply to repair operations (1) where the repairer 
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furnishes only materials such as unfabricated metal, wire, solder, etc. , 
or (2) where the repairer furnishes only a portion of an article made 
of, or ornamented, mounted or fitted with, a precious metal or imitation 
thereof, such as a section of a shank of a ring. 

The applicability of the tax to repair operations depends, therefore, 
upon whether in repairing an article belonging to a customer the 
repairer furnishes an article which, if sold separately, would be 
subject to the tax. Furnishing such a taxable article under those 
circumstances constitutes the sale of that article to the customer. If, in 
connection with the repair of a customer's article, the repairer fur- 
nishes one of the stones enumerated in section 4001 of the Code, the 
tax applies to the price charged for that stone. 

In addition to the examples set forth in section 48. 4001 — 8(a) of the 
regulations, certain "findings" are considered to be taxable articles if 
made of, or ornamented, mounted or fitted with, precious metals or 
imitations thereof. Included among such taxable "findings" are gold 
posts and nuts, backs for brooches, and plates for rings, or galleries 
(used beneath the stones in most men's rings and in some ladies' 
rings to prevent the stones from slipping through). However, the tax 
does not apply to charges for operations such as cleaning, polishing, 
soldering, resetting and tightening of stones, sizing of rings, etc. , 
which do not involve the furnishing of a taxable article. 

For the further guidance of repairers, there are set forth below 
the tax consequences of various types of retail transactions. 

(1) Head~ and crowns. — If a repairer replaces the full head or crown 
(or a four-prong or six-prong tiffany head or crown) of a customer' s 
ring, the transaction is deemed to include the sale of the head or 
crown. If the head or crown is made of a precious metal or an imita- 
tion thereof, the tax imposed by section 4001 of the Code applies to the 
price charged for the head or crown. On the other hand, the mere 
"building up" of the prongs of a ring, when only solder sizing wire, 
or similar materials are used, does not involve the sale of a taxable 
article. 

(2) Over4ys. — If a repairer makes an overlay for a customer' s 
ring (such as one which has worn thin) by reinoving a ring from stock 
and fastening or soldering it around or over the customer's ring, the 
transaction is considered to include the sale of the ring taken from 
stock. Therefore, the tax imposed by section 4001 of. the Code applies 
to the price charged for that ring. On the other hand, the mere plat- 
ing of a customer's ring with a precious metal to make an overlay 
does not involve the sale of a taxable article. 

(8) Jileca8ting. — If a retailer produces an article of jewelry in 
accordance with a customer's specifications and accepts in trade an 
article belonging to the customer, the tax imposed by section 4001 
of the Code applies to the entire price charged for the new article 
produced and sold to the customer without reduction for the amount 
credited for the customer's article which was traded in. On the other 
hand, if the retailer accepts an article from a customer, melts down 
and refines the metal in that article, and uses that metal exclusively 
in the production of a new article for that customer, no tax applies 
to the retailer's charge for his labor. 

(4) Hollo~ ware. — If, in connection with the repair of an article 
of gold, gold-plated, silver, silver-plated or sterling hollow ware, the 
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repairer furnishes a replacement cover, handle, leg, spout, or other 
complete article, the transaction is considered to include the sale of 
the taxable article furnished, and the tax imposed by section 4001 of 
the Code applies to the price charged for that article. On the other 
hand, the tax does not apply to a charge for replating or repairing 
hollow ware if the repairer furnishes gold or silver solder but does 
not furnish a taxable article. 

In accordance with the provisions of section 48. 4001 — 8(a) of the 
regulations, the total charge for the repair operation shall be deemed 
to be the price charged for the taxable article furnished, unless item- 
ized to show separately the amount attributable to nontaxable ma- 
terials and to labor used. (1) in the repair of the customer's existing 
article and (9) for installation of additional articles, as distinguished 
from labor used to produce or assemble a taxable article prior to its 
installation. The retailer's records should be sufficient to establish 
that the allocation of the total charge between taxable and nontaxable 
items is reasonable and proper under the circumstances. 

SUBCHAPTER B. — FURS 

SECTION 4011. — IMPOSITION OF TAX 

o6 CFR 48. 4011 — 1: Imposition of tax. 
Whether the retailers excise tax and the cabaret tax are applicable 

where articles subject to the retailers excise tax are sold in a cabaret 
in transactions which also establish liability for the cabaret tax. See 
Rev. Rul. 69 — 185, page M3. 

SUBCHAPTER C. — TOILET PREPARATIONS 

SECTION 40ol. IMPOSITION OF TAX 

Rev. Rul. 69 — 151 

So-called "artificial fingernails" which are intended to be applied 
as coverings for fingernails for the purpose of improving the appear- 
ance of the nails are "cosmetics" within the purview of section 
4021 of the Internal Revenue Code of 1954. Accordingly, sales 
at retail of such articles are subject to the retailers excise tax im- 
posed by that section of the Code. 

Advice has been requested concerning the applicability of the 
retailers excise tax on toilet preparations to retail sales of the articles 
described below. 

A company sells at retail so-called "artificial fingernails, " which are 
fingernail coverings of the "press-on" type. They are made of a 
plastic material which has a pressure-sensitive adhesive back. They 
may be clear or colored. These articles are precut in the shape of 
fingernails, but, they are of sufficient size that they may be trimmed 
to the size of the natural nails after having k&een applied by pressure. 
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The company also sells at retail another type of so-called "artificial 
fingernails, " consisting of a powder substance and a liquid substance. 
When these substances are mixed and applied to fingernails, the 
resultant mixture hardens to form a covering f' or the nails. This 
mixture is recommended for use to cover cracked or broken nails. 
Because of the hardening characteristic of. this article, it is also rec- 
ommended for use to reshape or "build on" fingernails for the purpose 
of enhancing the appearance of the wearer's hands. 

Section 4021 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale at retail of certain enumerated toilet articles, including 
"cosmetics, " and any other similar substance, article, or preparation, 
by whatsoever name known or distinguished, which are used or 
applied or intended to be used or applied for toilet purposes. 

Section 820. 50(a) of Regulations 51, made applicable to the 1954 
Code by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that any 
article advertised or held out for toilet purposes, or for any purpose 
for which the articles enumerated in the law are customarily used, 
will be subject to the tax regardless of the name by which it may be 
known or distinguished. That section of the regulations also provides 
that the tax attaches to the sale by the retailer of any preparation 
which is used or applied or intended to be used or applied for toilet 
purposes or used in connection with the bath or care of the body, or 
applied to the clothing as a perfume or to the body as a toilet article. 

Revenue Ruling 58 — 38, C. B. 1958 — 1, 376, sets forth a list of articles 
which have been held to be toilet substances, articles, or preparations 
subject to tax when sold at retail. Nail enamels, n~ail lacquers, and 
nail polishes (paste, powder, or liquid) are among the articles listed 
as taxable in that Revenue Ruling. 

The fingernail coverings described above are sold for use in groom- 
ing the hands. They are intended for use in improving the appear- 
ance of the nails, thereby improving the appearance of the person. 
Consequently, these products are toilet articles or preparations clas- 
sifiable as "cosmetics" within the purview of section 4021 of the Code. 

Accordingly, it is held that sales at retail of the articles described 
are subject to the retailers excise tax imposed by that section of the 
Code. 

Under the authority contained in section 7805 (b) of the Code, this 
Revenue Ruling will be applied only to sales made by retailers on and 
after November 1, 1962. 

Whether the retailers excise tax and the cabaret tax are applicable 
where articles subject to the retailers excise tax are sold in a cabaret 
in transactions which also establish liability for the cabaret tax. See 
Rev. Rul. 62 — 185, page 2N. 

26 CFR 48. 4021 — 1: Imposition of tax. Rev. Rul. 62-207 

The retailers excise tax imposed on toilet articles and similar sub- 
stances, imposed b7 section 4021 of the Internal Revenue Code of 
1904, applies to so-called 'towelettes, " "lotion cleansing tissues, " and 
similar paper products which are saturated with skin cleansing and 
freshening preparations, and which are folded, sealed in envelopes, 
and sold for use in cleansing, coolin, soothing, and refreshing the 
skin. 
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Advice has been requested concerning the applicability of the re- 
tailers excise taxes on toilet preparations to sales at retail of so-called 
"towelettes, " "lotion cleansing tissues, " and similar paper products 
which are saturated with substances such as skin cleansers, fresheners, 
lot. ions, antiseptics, or other similar substances. 

These products sometimes are referred to as "towels. " Each 
"towel" is approximately the size of a small handkerchief and is 
folded and sealed in an envelope to keep it fresh and moist until used. 
These products are recommended for "washing" or cleansing the face 
and hands without the use of soap or water. A'Jso, they are adver- 
tised as having a cooling, soothing, and refreshing e8ect on the skin. 

Section 4021 of the Internal Revenue Code of 1954 provides as 
f ollows: 

There is imposed upon the following articles sold at 
10 percent of the price for which so sold— 

Perfume, 
Esseuces. 
Extracts. 
Toilet waters. 
C'osnretics. 
Petroleum jellies. 

retail a tax equivalent to 

IIair oils 
Pomades. 
Hair dressings. 
Ha ir restoratives. 
Hair dyes. 
Toilet powders. 

Any other similar substance, article, or preparation, by whatsoever name known 
or distinguished; any of the above which are used or applied or intended to be 
used or applied for toilet purposes. 

Section 48. 4021 — 1(a) (1) of the Manufacturers and Retailers Ex- 
cise Tax Regulations provides that any substance, article, or prepara- 
tion advertised or held out for toilet purposes shall be subject to the 
tax regardless of the name by which it may be known or distinguished. 
That section of the regulations also provides that the tax attaches to 
the sale by the retailer of any substance, article, or preparation which 
is used or applied, or intended to be used or applied, for toilet pur- 
poses or used in connection with the bath or care of the body, or applied 
to the clothing as a perfume or to the body as a toilet, article. That 
section further states that factors which shall be taken into account 
in determining the purpose of a product include the advertising and 
promotional claims made for the product, its packaging, labeling, 
and display, and the class or classes of consumers to w~hich the com- 
position of the advertising and promotional material is directed. 

Revenue Ruling 58 — 409, C. B. 1958 — 2, 751, holds that fabric pads sat- 
urated with toilet prepara~tions are toilet articles or similar substances 
used or intended to be used or applied for toilet purposes within the 
meaning of section 4021 of the Code. Accordingly, sales at retail of 
fabric pads saturated with toilet preparations are subject to the re- 
tailers excise tax. 

Similarly, it is held that the articles described in the instant case are 
toilet articles or similar substances used or intended to be used or ap- 
plied for toilet purposes within the meaning of section 4021 of the 
Code. Therefore, those articles are subject to the tax imposed by that 
section when sold at retail. 

Under the authority contained in section 7805(b) of the Code, the 
conclusion set forth above will not be applied to sales of such articles 
before February 1, 1963. 
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T. D. 6612' 

TITLE 26 — INTERNAI REVENUE. — CHAPTER I, SUBCHAPTER D, PART 48, — 
MANUFACTURERS AND RETAILERS EXCISE TAXES 

Regulations under section 4021 of the Internal Revenue Code of 
1954, as amended, relating to the tax on the sale of toilet prepara- 
tions, 

DEPARTMENT OF THE TREASURYv 

OrrlCE OF COMMISSIONER OF INTERNAL REVENUE) 
Washington 88, D. C. 

To Ogcers end Emyloyees of the InternfIZRet)enue Service and Others 
Concerned: 

On March 20, 1962, notice of proposed rulemaking with respect 
to the regulations under section 4021 of the Internal Revenue Code of 
1954, as amended (relating to the retailers excise tax on toilet prep- 
arations) was published in the Federal Register (27 F. R. 2607). The 
regulations, except as otherwise provided, are effective January 1, 
1959. After consideration of all such relevant matter as was pre- 
sented by interested persons regarding the rules proposed, the follow- 
ing regulations are hereby adopted. 

f 48. 4021 — 1 IMPosITIoN or TAx. — (a) Toilet or ticles. — (1) The 
tax attaches to the sale by the retailer of the following articles specifi- 
cally enumerated in section 4021— 

Perfume Hair oils 
Essences Poma des 
Extracts Hair dressings 
Toilet waters Hair restoratives 
Cosmetics Hair dyes 
Petroleum jellies Toilet powders 

and similar articles commonly or commercially known as toilet articles 
which are used or applied, or intended t'o be used or applied, for toilet 
purposes. Any substance, article, or preparation advertised or held 
out for toilet purposes shall be subject to the tax regardless of the 
name by which it may be known or distinguished. The tax attaches 
to the sale by the retailer of any substance, article, or preparation 
which is used or applied, or intended to be used or applied, for toilet 
purposes or used in connection with the bath or care of the body, or 
applied to the clothing as a perfume or to the body as a toilet, article. 
Factors which shall be taken into account in determining the purpose 
of a product include the advertising and promotional claims made 
for the product, its packaging, labeling, and display, and the class 
or classes of consumers to wh)ch the, composition of the advertising 
and promotional material is directed. 

(2) A product which is used, or held out for use, as an adjunct, 
to the toilet or for toilet purposes, is subject to the tax even though 
such product may have, or may be held out to have, a medicinal, 
stimulating, remedial, or curative value. Thus, for example, lotions, 
creams, oils, etc. , even though havino' or held out as having medicinal 
properties, are subject to the tax if used or held out for use for such 
toilet, purposes as: 

' The publication of this Treasury Decision in 27 F. R. 9988, dated October 11, 1962, 
contains i1) instructions for modifvin" the notice of proposed r&slematdng published in 
27 F. R. 2607, dated March 20, 1962, and (2) the full content of the regulations with 
such modifications. As here published, the Treasury Decision refleets the full content 
of such regulations, with modifications. The individual instructions have been omitted. 



227 [) 4021. 

(i) The treatment of dry, oily, or falling hair; 
(ii) A. skin cleanser, astringent, make-up base, or other agent, for 

conditioning or improving the appearance of the skin; 
(iii) The care of the skin before exposure to the sun, wind, cold, or 

other Yveather conditions, such as for the prevention of sunburn or 
chapped lips, or for the care of the skin before exposure to household 
irritants, such as dirt, grime, cleaning products, etc. ; 

(iv) The care of the skin after exposure to ~~veather conditions or to 
household irritants, unless the product is a medication which meets the 
requirements of paragraph (b). 

(b) iVedication. — A product shall not be subject to the tax if the 
product is a medication and if the product is held out for use for: 

(1) The relief, remedy, or cure of diseased or injured conditions 
of the skin, such as those caused by acne, "athlete's foot", dandrufF, 
or burns (including sunburn); 

(2) The relief, remedy, or cure of irritated conditions of the lips, 
such as cold sores, fever blisters, and other irritations of the lips caused 
by sun, wind, or other elements; or 

(8) Other medicinal purposes, such as for use as an antiseptic or. 
for the relief of muscular aches. 

(c) Effect~re date. — Paragraphs (a) and (b) of- this section shall be 
effective with respect to sales by the retailer made on or after the first 
day of the first month which begins more than 60 days after the date 
of publication of this section in the Federal Register. For regulations 
applicable to sales prior to such first day of articles subject to tax 
under section 4021, see Regulations 51 (1941 Edition, as amended), 26 
CFR (1939) Part 820, which were made applicable under the Internal 
Revenue Code of 1954 by Treasury Decision 6091 (19 F. R. 5167, 
August 17, 1954) I C. B. 1954 — 2, 47]. 

(d) Aromatic cachous. — The tax on sales at retail of aromatic 
cachous does not apply to sales after April 30, 1960. 

(e) Eate of tax. — The tax is imposed at thc rate of 10 percent of 
the price for which the taxable article is sold at retail. For definition 
of the term "price", see section 4051 and the regulations thereunder 
contained in Subpart G. 

(f) Liability for tax. — The tax is payable by the person who sells 
at retail any article subject to tax under section 4021. 

(g) Sales by United States. — For provisions relating to sales at 
retail made by the United States, its agencies or instrumentalities, see 
section 4054 and the regulations thereunder contained in Subpart G. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S, C. 7805) . ) 

AIORTIAIER M. CHAPLIN, 

Commissione~ o f Internal Revenue. 
Approved October 4, 1962. 

STANLEY' S. SVaZEY, 
Assistant Secretary of the Treasury. 

(Filed by the Division of the Federal Register on October 10, 1962, 8t48 a. in. , 
and published in the issue of the Federal Register for October 11, 1062, 
27 I". R. M83) 

G7-l924' — GS iG 
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SUBCHAPTER D. — LUGGAGE, HANDBAGS, ETC. 

SECTION 4031. — IMPOSITION OF TAX 

26 CFR 48. 4081 — 1: Imposition of tax. Rev. Rul. 62 — 120 

Revenue Ruling 59 — 4, C. B. 1059 — 1, 295, contains an illustrative list 
of taxable and nontaxa~ble articles for use by retailers as a guide in 

determining their liability for the ret. ailers excise tax imposed on the 
sale of luggage, handbags, etc. , by section 4081 of the Internal Revenue 
Code of 1054, as amended by the Excise Tax Technical Changes Act 
of 1058, Public Law 85 — 859, C. B. 1958 — 8, 92. 

As a supplement to Revenue Ruling 59-4, there are listed below 
other items which the Internal Revenue Service has held to be taxable 
or nontaxable, as indicated, when sold at retail. 

TAXABLE 
Boy Scout "bear paw" 

pa, ck 

Shoe "socks or ruittens" 
Slipper cases 

NONTAXABLE 

Game Bags (for use while hunting) 
Jewelry cases and receptacles (designed for 

storing jewelry in the home or for carrying 
jewelry as personal effects) 

Lunch kits or cases (with or without thermos 
bottles, designed to carry an individual's 
lunch) 

Prayer cap cases 
Shoeshine equipment cases 

Stud or cuff link boxes 

Revenue Ruling 59 — 4 is hereby supplemented. 

Rev. Rul. 62 — 220 

A manufacturer of salesmen's sample cases sells the cases to a 
merchandising company. These cases are articles of a special type, 
and they are not ordinarily sold to the general public. The company 
furnishes the cases to its salesmen for use in displaying the company's 
line of products. In most instances, if a salesman's employment with 
the company terminates, the sample case is left with the company for 
reassignment to another salesman. However, in some instances, the 
salesman is permitted to keep the case, without charge. Held, sales of 
sample cases by the manufacturer to the merchandising company, 
uncler the circumstances described above, are sales of articles at retail 
which are subject to the retailers excise tax imposed by section 4081 of 
the Internal Revenue Code of 1054. 

whether the retailers excise tax and the cabaret tax are applicable 
where articles subject to the retailers excise tax are sold in a cabaret 
under conditions which establish liability for the cabaret tax. See Rev. 
Rul. 62 — 185, page 25, '-). 
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SUBCHAPTER F. — SPECIAL PROVISIONS APPLICABLE TO RETAILERS 
TAX 

SECTION 4052. — LEASE CONSIDERED SALK 

(Also Section 4001; 26 CFR 48. 4001 — 1. ) Rev. Rul. 62 — 192 

An advertising company displays clients' advertising copy by 
means of outdoor signs which contain clocks, under certain con- 
tracts which are considered to be merely arrangements for an 
advertising service. Therefore, no liability for the retailers excise 
tax is incurred on payments received for the service under the 
provisions of sections 4001 and 4052 ot the Internal Revenue Code 
of 1054, which provide for the imposition of the tax on the lease of 
clocks. 

Advice has been requested whether liability for the retailers excise 
tax is incurred under the circumstances described below. 

A company is engaged in the business of displaying its clients' ad- 
vertising copy by means of outdoor signs, some of which cont;tin 
clocks. These signs are located on structures erected on land owned 
or leased by the company. Under the terms of its contracts with ad- 
vertisers, the company agrees to place messages or other types of 
advertising copy upon signs for a specified period of time and to 
provide the necessary lighting and maintenance of the signs. The 
company also provides ideas for the messages, etc. , and makes sugges- 
tions concerning the type of. signs to be used. The signs are prepared 
by and remain the property of the company during the contract, period. 
In no case does a contract give an advertiser access to the signs or the 
right to use them. 

Section 4001 of the Internal Revenue Code of 1954 imposes a tax 
on the sale at retail of several enumerated articles, including clocks. 
Section 4052 of the Code provides that, for purposes of the retailers 
excise taxes, the lease of an article shall be considered the sale of such 
article. 

Under the provisions of section 320. 10(a) of Regulations 51, made 
applicable to the 1954. Code by Treasury Decision 6091, C. B. 1954 — 2, 
47, the term "lease" means a continuous right to the possession or use 
of a particular article for a period of time. It does not include the 
use of an article merely as occasion demands, but the contract must 
give the lessee the right to possess or use the article, without interrup- 
tion, for a period of time. 

Since the contracts here considered do not give the advertisers the 
right to possession or use of the sign-clock combinations, within the 
meaning of the regulations, these contracts are not leases of the si~- 
clock combinations. 

Accordingly, it is held that no liability for the retailers excise tax 
is incurred with respect to the payments received under the contracts 
entered into by the company in the manner set forth above, 

The circumstances here are distin~mlishable from those present in 
Revenue Ruling 57 — 570, C. B. 1957 — 2, 711, which relates to 8ule8 of 
advertising signs which contain clocks. 
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(Also Section 4217. ) Rev. Rul, 62 — 134 

Under the provisions of section 4052 of the Internal Revenue 
Code of 1054, when a retailer leases an article subject to the retailers 
excise taxes, the tax applies to the total amount paid to the retailer 
for the lease of the article, irrespective of whether the payments are 
made under the initial lease or under a renewal of the lease. The 
provisions of section 4217(b) of the Code, relating to the limitation 
on the amount of tax to be paid on the lease of an article subject 
to the manufacturers excise taxes, are not applicable to leases of 
articles subject to the retailers excise taxes. 

Advice has been requested concerning the applicability of the re- 
tailers excise taxes imposed by chapter 81 of the Internal Revenue 
Code of 1054 to the renewal of a lease of an article under the circum- 
stances described below. Specifically, the question is whether lia- 
bility for these taxes is affected by the provisions of section 4217(b) 
of the Code which relate to the limitation on the amount of tax to be 
paid on the lease of an article subject to the manufacturers excise taxes. 

A. retailer is engaged in the business of selling and leasing clocks. 
Normally, the clocks are leased for a period of 60 months. In estab- 
lishing the monthly charge for the lease of a clock, the retailer 
amortizes the cost of the clock over the life of the lease and takes into 
account, the, anticipated costs of maintenance as well as an element of 
profit, . When the lease terminates, the customer may renew it at a 
smaller monthly charge than under the initial lease. 

During the period of the initial lease of each of these clocks, the 
company reports and pays the retailers excise tax imposed by section 
4001 of the Code with respect to the clock. The tax is computed and 
paid in accordance v ith the provisions of section 4053(a) (1) of the 
Code, set forth belo~. 

Section 4052 of the Code provides that, for purposes of the retailers 
excise taxes, the lea, se of an article shall be considered the sale of such 
article. 

Section 4053(a) (1) of the Code provides that, in the case of a lease, 
there shall be paid upon each payment with respect to the article 
that portion of the total tax which is proportionate to the portion of 
the total amount to be paid represented by such payment. 

The effect of section 4217(b) of the Code is to limit, under ceri, ain 
circumstances, the amount of tax to be paid on the lease of an article, 
. . ubject to the manufacturers excise taxes, to the amount of tax that 
would be due if the manufacturer had sold the article instead of leas- 
ing it. This limitation on liability for tax provided by section 4217 
(b) of the Code relates only to the lease of articles subject to the 
manufacturers excise taxes and does not apply to leases of articles 
subject to the retailers excise taxes. Moreover, there is no provision 
in the law for a similar limitation on the amount of tax to be paid on 
leases of articles subject to the retailers excise taxes. 

Therefore, it is held that, in accordance with the provisions of sec- 
tions 4001 and 4052 of the Code, when the retailer in t, he instant case 
leases a clock, the retailers excise tax applies to the total amount paid 
to the retailer for the lease of the clock, irrespective of whether the 
payments are made under the initial lease or under a renewal of the 
lease. 
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CHAPTER 82. — MANUFACTURERS EXCISE TAXES 

SUBCHAPTER A. — AUTOMOTIVE AND RELATED ITEMS 

PART I. — MOTOR VEHICLES 

SECTION 4061. IMPOSITION OI' TAX 
26 CFR 40. 4061(a) — 1: Imposition of tax. Rev. Rul, 62 — 98 

A. "two and one-half ton, six-by-six" chassis and the chassis and 
body of a "quarter ton, four-by-four" truck, which are manu- 
factured according to military specifications, are considered to 
be designed for use both on and off the highway. Therefore, the 
chassis and the trucks are taxable motor vehicle articles for pur- 
poses of the manufacturers excise tax imposed by section 
4061(a) (1) of the Internal Revenue Code of 1004. 

Advice has been requested whether the»rticles described below», re 
taxable motor vehicle articles for purposes of the manufacturers excise 
tax imposed by section 4061(a) (1) of the Internal Revenue Code of 
1054. 

Sitnation (1) . A company manufactures and sells certain "two»nd 
one-half ton, six-by-six" automobile truck chassis which are con. — 

structed according to military specifications foi general use in trans- 
porting personnel or cargo or in performing special transportation 
tasks for the Armed Forces. These chassis are designed to accom- 
niodate various types of bodies, including personnel, cargo, cargo van, 
dump, shop, medical van, gasoline tank, and water taink bodies. Tliey 
also are adaptable for use as wreckers or as truck-tr», ctors. 

When specified by the purchasing agency, the manufacturer will 
furnish and install modification kits which alloiv the chassis to be 
used under extreme or unusu»l conditions of climate, weather, and 
terrain, aiid to perform speci»l military services without interfering 
with the use, operation, and perforniance of tile chassis under normal 
operating conditions. 

The front-axle drive mechanisms on these chassis are designed to 
provide for automatic engagement in the event the rear axles lose 
traction. The chassis are ca~pable of traveling at maximum speeds 
of from 55 to 65 miles per hour, and they are equipped with neces- 
sary head lamps, stop lamps, and tail lamps to perinit general use on 
the highv ay. 

8i tuation (8) . Another company manufactures and sells a 
"quarter-ton, four-by-four" lightiveight automobile truck ivliich also 
is constructed according to military specifications. These specifica- 
tions generally require that the vehicle be durable enough to ivith- 
stand rugged cross-country use but that it be light enougli to be used 
in the air-borne phases of amphibious operations. These specific, i- 
tions require that, the vehicle be an all-ivheel drive vehicle capable of 
transporting its rated cross-country payload, which consists of mili- 
tary supplies, equipment, , or personnel, »t relatively high rates of 
speed over all types of. roads and hilly cross-country terrain. The 
trucks must be able to ford hard-bottom water crossings with the 
engine completely submerged. They must be able to transport the 
rated highway payload, wliile towing the applicable trailed load, over 
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prepared roads. The trucks are equipped with the necessary head 
lamps, etc. , to permit general use on the highway. 

Section ~4061(a) (1) of the Code imposes a tax upon the sale by 
the manufacturer, producer, or importer of certain enumerated arti- 
cles, including chassis and bodies for automobile trucks. A sale of 
an automobile truck shall, for purposes of this paragraph, be consid- 
ered to be a sale of the chassis and of the body. 

Section 40. 4061(a) — (1) (d) of the Manufacturers and Retailers 
Excise Tax Regulations provides, in part, that a chassis or body 
which is not designed for highway use is not subject to the tax imposed 
by section 4061(a) of the Code. 

Revenue Ruling 57 — 440, C. B. 1957 — 2, 721, holds, in part, that the 
manufacturers excise tax imposed by section 4061(a) (1) of the Code 
shall not apply to sales by the maiiufacturer, producer, or importer 
of any motor vehicle article, regardless of width, which is designed 
or adapted by the manufacturer for purposes predominantly other 
than the transportation of persons or property on the highway even 
though incident, al highway use may occur. 

Although the articles described in situations (1) and (2) above are 
intended for use over rough terrain and for military use o8 the 
highway, they have features which render them equally suitable for 
highway use. For example, they are designed to transport person- 
nel and cargo over the highways; they are capable of attaining rela- 
tively high speeds; and they are designed with the head lamps, etc. , 
required for use on the highways. Therefore, these articles are con- 
sidered to be designed for use both on and o8 the highway, rather 
than for purposes predominantly other than highway use. 

Accordingly, it is held that, for purposes of the manufacturers 
excise tax imposed by section 4061(a) (1) of the Code, the chassis 
described in 8ituation, (1) and the truck chassis and body described 
in actuation (2) are taxable motor vehicle articles. 

For purposes of the manufacturers excise tax on motor vehicle 
articles, whether automobile buses may be considered as sold "for the 
exclusive use of" a State or local government when sold to a county 
school district for use in transporting school children, and the school 
district immediately resells the buses to the bus operators. See Rev. 
Rul. 62 — 99, page 252. 

Rev. Rul. 62 — 108 

The manufacturers excise tax on motor vehicle articles, imposed 
by section 4061(a) (1) of the Internal Revenue Code of 1054, applies 
to the sale by the manufacturer of automobile truck chassis, de- 
signed mainly for cement mixer and dumper services, which have 
features indicating that the chassis are designed for general use 
both on and off the highway rather than for purposes predominantly 
other than for highway use. 

Advice has been requested whether the manufacturers excise tax on 
motor vehicle articles applies to the sale by the manufacturer of the 
au(, omobile truck chassis described below. 

A. company manufactures and sells automobile truck chassis which 
are designed mainly for cement mixer and dumper services, althougli 
they are used, to some extent, in other construction operations. The 
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chassis have reinforced frames, gross vehicle weight ratings of from 
40, 000 to 50, 000 pounds, front axle capacities of from 8, 000 to 15, 000 
pounds, and rear axle capacities of from 34, 000 to 38, 000 pounds. 
They are equipped with six-wheel drives for difIicult traction con- 
ditions at delivery locations. 

The front drive on each chassis can be disengaged when the chassis 
is in use on hard surface roads, and the gear ratios are such as to permit 
speeds up to 50 miles per hour. Standard equipment on each chassis 
includes combination stop and tail lights, three marker lights, and turn 
signals. The cab of each chassis is equipped with lights on all corners 
of the cab roof, 

Sect, ion 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of cer. - 
tain enumerated articles, including chassis for automobile trucks. 

Section 40. 4061(a) — (1) (d) of the Manufacturers and Retailers Ex- 
cise Tax Regulations provides, in part, that a chassis or body which is 
not designed for highway use is not, subject to the tax imposed by sec- 
tion 4061(a) of the Code. 

Revenue Ruling 57 — 440, C. B. 1957 — 9, 791, holds, in part, that the 
manufacturers excise tax imposed by section 4061(a) (1) of the Code 
shall not apply to sales by the manufacturer, producer, or importer of 
any motor vehicle article, regardless of width, which is designed or 
adapted by the manufacturer for purposes predominantly other tha. n 
the transportation of persons or property on the highway even though 
incidental highway use may occur. 

In the instant case, the automobile truck chassis have certain fea- 
tures (such as reinforced frames, six-wheel drives, and high-capacity 
axles) which indicate that the chassis are designed and suitable for use 
o6 the highway. However, the chassis also have features (such as 
front drives that can be disengaged, gross weight, ratings, and certain 
lights which are required for highway travel) which indicate that, the 
chassis are also designed and suitable for more than inciclental use on 
the highway. Therefore, these chassis are considered to be designed 
for general use both on and off the highway, rather than for purposes 
predominantly other than for highway use. 

Accordingly, it is held that the manufacturers excise tax imposed 
by section 4061(a) (1) of the Code applies to the sale by the ma»u- 
facturer of the automobile truck chassis described above. 

Rev. Rul. 62 — 118 

So-called "mountings" or "undercarriages" are designed, con- 
structed, and sold for use in transporting various items of equip- 
ment, such as air compressors, arc welders, and pumps. Some of 
these "mountings" or "undercarriages" have four wheels and others 
have two vvheels, with tongue assemblies or hitches for towing. 
Each is intended to provide mobility for the item of equipment 
which is to be bolted or otherwise attached to an irlentifiable chassis 
frame which is an integral part of the "mounting" or "undercar- 
riage. " Held, these articles are truck trailer or semitrailer chassis 
within the meaning of section 4061(a) (1) of the Internal Revenue 
Code of 10, &4 and are subject to the manufacturers excise tax im- 
posed by that section. On the other hand, a two-wheel "mounting" 
or "undercarriage" which does not have an identifiable chassis frame 
is considered to be an assembly of chassis parts rather than a trucl- 
trailer or semitrailer chassis. 
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Advice has been requested whether the manufacturers excise tax 
on motor vehicle articles applies to sales by the manufacturer of the 
so-called "mountings" or "undercarriages" described below. 

A. company manufactures and sells several models of two-wheel and 
four-wheel mountings or undercarriages (hereinafter referred to as 
undercarriages) which are designed, constructed, and sold for use 
in transporting various items of equipment, such as air compressors, 
arc welders, and pumps. Each undercarriage is intended to provide 
mobility for the item of equipment which is to be bolted or otherwise 
attached to an identifiable chassis frame which is an integral part of 
the undercarriage. 

Each of the two-wheel models is constructed with either leaf springs 
or rubber torsion springs on the axle and is equipped with either 
a clevis type or a lunette type hitch. Each of the four-wheel models 
is constructed with leaf springs on the front and rear axles and is 
equipped with either a clevis type or a lunette type hitch. The under- 
carrlages are equipped with pneumatic implement tires, 

Occasionally, the company manufactures and sells a two-wheel 
model which does not have an identifiable chassis frame but which 
consists of a spring and axle assembly with ~heels and a separate 
tongue assembly. These two assemblies are constructed so that they 
may be bolted directly to the base of the machinery for which they 
are to serve as an undercarriage. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
certain ellumerated motor vehicle articles, including truck trailer and 
semitrailer chassis. 

The two-wheel undercarriage described above which does not have 
an identifiable chassis frame is considered to be an assembly of chassis 
parts under the provisions of section 4061(b) of the Code, rather than 
a truck trailer or semitrailer chassis under the provisions of section 
4061(a) of the Code. 

On the other hand, both the four-wheel and two-wheel undercar- 
riages described abov~e which have identifiable chassis frames are 
considered to be truck trailer or semitrailer chassis within the meaning 
of section 4061(a) (1) of the Code. Moreover, such undercarriages 
are considered to be primarily designed and constructed. to transport 
property over the highway. 

Therefore, it is held that the manufacturers excise tax on motor 
vehicle articles imposed by section 4061(a) (1) of the Code applies 
to the manufacturer's sales of those undercarriages which have iden- 
tifiable chassis frames. 

Under the authority contained in section 7805(b) of the Code, the 
conclusion in the preceding paragraph of this Revenue Ruling will 
be applied only to sales made on and after September 1, 1962. 

Rev. Rul. 62 — 158 

Certain three-wheel electrically-powered motor vehicles which 
are designed for the transportation of persons on streets and high- 
ways are automobiles within the meaning of section 4061(a) (2) of. 
the Internal Revenue Code of 1964. Therefore, sales of these 
vehicles by the manufacturer thereof are subject to the tax imposed 
by that section. 
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Advice has been requested whether the manufacturers excise tax 
on motor vehicle articles applies to sales by the manufacturer of the 
three-wheel electrically-powered motor vehicles described below. 

A company manufactures and sells three-wheel electrically-powered 
motor vehicles which are designed for use on streets and highways 
for shopping, local visiting, and relatively short pleasure trips. These 
vehicles, which are powe~red by three or four heavy duty six-volt 
storage batteries, are about 80 inches long and 38 inches wide, and 
they weigh about 425 pounds each without the batteries. Each ve~hicle 
has one front wheel and two rear wheels and is driven by means of a 
direct chain drive. 

Included as standard equipment on each of these vehicles are dual 
headlights and taillights, an electric horn, a rearview mirror, and 
two-wheel automotive-type internal expanding brakes. They are also 
equipped with either hand controls or foot controls. Wrap-around 
windshields and custom-type tops are available as optional accessories. 

These vehicles, which are designed to accommodate two persons 
each, have three forward and three reverse speeds, the maximum speed 
being approximately 16 miles per hour. Normally, they may be 
driven more than 80 miles before the batteries need recharging. The 
recharging of the batteries is accomplished by plugging into standard 
house current. 

Although these vehicles are widely used on streets and highways 
they are not recommended for use on high-speed "freeways"; ln fact, 
their use on such freeways is prohibited in some areas. 

Section 4061(a) (2) of the Internal Revenue Code of 1954 imposes 
a tax upon sales by the manufacturer, producer, or importer of auto- 
mobile chassis and bodies other than those taxable under section 
4061(a) (1) of the Code. A. sale of an automobile, for purposes of 
this paragraph of the Code, is considered to be a sale of the chassis and 
of the body. 

The fact that a vehicle has less than four wheels does not, of itself, 
place the vehicle outside the scope of the articles taxable under section 
4061(a) (2) of the Code. Moreover, in determining taxability it is 
immaterial that a vehicle is propelled by a self-contained electric 
power source rather than by an internal combustion en~one. 

The three-wheel electrically-powered motor vehicles described above, 
which are designed for the transportation of persons on streets and 
highways, are considered to be "automobiles" within the meaning of 
section 4061(a) (2) of the Code. Therefore, it is held that the manu- 
facturers excise tax imposed by that section applies to sales of these 
vehicles by the manufacturer thereof. 

See Revenue Ruling 60 — 212, C. B, 1960 — 1, 418, which holds that a 
certain four-wheel ele~ctrically-operated motor vehicle is an automo- 
bile within the meaning of section 4061(a) (2) of the Code. 

Rev. Rul. 62 — 218 

A "housing" which is designed to be mounted on a truck chassis 
to enclose a so-called "nrobile furnace vacuum cleaner" apparatus 
is considered to be an automobile truck body within (he meaning 
of section 4001(a) (1) of the Internal Revenue Code of 10;&4. There- 
fore, the manufacturer's sale of such a housing is subject to the 
manufacturers excise tax imposed by that section. Ilowever, the 
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canvas filter bags, blower, blower motor, fittings, and hoses which 
are parts of the apparatus are not considered to be parts or acces- 
sories for the body. Therefore, sales of those articles are not sub- 
ject to the manufacturers excise tax, irrespective of whether they 
are sold separately or on or in connection with the taxable body. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax on motor vehicle articles to sales by the manu- facturerr 

of the articles described below. 
A company manufactures and sells a so-called "mobile furnace 

vacuum cleaner" which is used for cleaning furnaces and related 
ducts, pipes, register boxes, and chimneys in homes and commercial 
establishments. This vacuum cleaning system is built on a base made 
of channel iron spaced to fit on the chassis of an automobile truck. A 
dust box, in which the soot, dirt, dust, and residue from the various 
heating systems is deposited, is built over the channel iron base. A 
hinged "cleanout" door is built into the rear of the dust box for the 
removal of the refuse. 

A series of canvas filter bags, a blower, and a blower motor are 
mounted on top of the dust box. A length of hose is attached to the 
blower for connecting to the heating system located on the premises 
being serviced. A "housing" with a canopy type door is constructed 
around the entire apparatus described above to a8ord protection from 
the elements and to provide storage space for tools, fittings, hoses, 
and nozzles. 

Section 4061(a) of the Internal Revenue Code of 1054 imposes a 
tax upon certain enumerated articles (including in each case parts and 
accessories therefor sold on or in connection thereivith or with the sale 
thereof) sold by the manufacturer, producer, or importer. Section 
4061(a) (1) of the Code enumerates, among other taxable articles, 
automobile truck bodies. 

Section 4061(b) of the Code imposes a tax on the sale by the manu- 
facturer, producer, or importer of parts or accessories (other than 
tires and inner tubes and other than automobile radio and television 
receiving sets) for any of the motor vehicle articles enumerated in 
section 4061(a) of t. he Code. 

The housing, including the channel iron base and the dust box, is 
considered to be an automobile truck body ivithin the meaning of 
section 4061(a) (1) of. the Code. Tlierefore, it is held that sales of 
such body by the manufacturer thereof are subject to the manu- 
facturers excise tax imposed by that section. 

On the other hand, the canvas filter bags, blover, blower motor, 
fittings, and hoses which are p;irts of the furnace vacuum cleaner do 
not constitute parts or accessories for the taxable body. Accordingly, 
the manufacturer's sales of such articles, ivhether sold separately or 
on or in connection with the taxable body, are not subject to the 
manufacturers excise taxes imposed by section 4061 of the Code. 

Whether, under certain circumstances, a company's actual cost of 
manufacturing a particular type of automobile truck body during the 
preceding year may be used as the "cost" of a body of that type f' or 
purposes of determining the constructive sale price of such bodies sold 
during the current year. See Rev. Rul. 62 — 221, page 251. 
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26 CFR 40. 4061(b) — 1: Imposition of tax. 
Whether, for purposes of determining a constructive sale price for 

specially designed automobile trucks, the manufacturer's "cost" of 
the trucks should include only the tax-excluded, rather than the tax- 
included, purchase price of p:irts or accessories, tires, inner tubes, and 
automobile radio receiving sets. See Rev. Rul. 62 — 173, page 249. 

26 CFR 40. 4061 (b) — 2: Definition of parts 
or accessories. 

A. company manufactures and sells so-called "battery booster cables, " 
which are designed for use in transferring electrical energy from a 
"live" storage battery to a battery which has become we~ak or dis- 
charged. These cables ivhich are sold in pairs, are produced in var- 
ious lengths. Each cable consists of an insulated flexible electrical 
conductor (the most common being four-gauge or six-gauge stranded 
copper or aluminum) at each end of which is a spring-loaded, pliers- 
type clamp made of copper, brass, or copper-coated steel. 

Particuhlrly since the a~dvent of automatic transmissions in auto- 
mobiles, these battery booster cables have been sold in increasing 
numbers to motorists to be carried in automobiles for use in starting 
the motor of a vehicle with a weak or discharged battery. 9 hen so 
used, the cable clamps are attached to the terminals of the "live" 
battery in an assisting vehicle and to the terminals of the battery in 
a stalled vehicle. The predominant use of these cables is in connec- 
tion with automobiles, and the manufacturer's metliods of packaging, 
advertising, and selling the cables are primarily directed to this use. 
However, the manufacturer also advertises the cables as being suitable 
for use in starting other articles such as marine engines and outboard 
motors. 

Held, the battery booster cables described above are automobile 
"parts or accessories" within the meaning of section 4061(b) of the 
Internal Revenue Code of 1954, since they are designed to be used in 
connection with the motor vehicle articles taxable under section 4061 
(a) of the Code. Moreover, the primary use of the cables is in connec- 
tion ivith such articles. Therefore, the tax imposed by section 4061(b) 
of the Code applies to these battery booster cables when sold by the 
manufacturer. 

U'nder the authority contained in section 7805(b) of the Code, 
this Revenue Ruling shall apply with respect to sales by the manufac- 
turer made on and after February 1, 1963. 

Rev. Rul. 62 — 215' 
Different types of so-called "cushions, " which are primarily 

used in connection with taxable automobiles, trucks, etc. , are subject 
to the manufacturers excise tax on automobile "parts or acces- 
sories" under the provisions of section 4061(b) of the Internal 
Revenue Code of 1964 and section 40. 4061(b) — 2(a) of the Manu- 

& As originally published in Internal Revenue Bulletin 1962 — 56, 29, dated December 61, 
1962, the eirective date of this Revenue Ruling was expressed as February 1„1966; how- 
ever, that date was extended to August 1, 1966, by Technical Information Release 449 
dated January 29, 1966, which was published as a Special Announcement in Bulletin 
1963 — S, 9, dated February 25, 1963. 
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facturers and Retailers L&'xcise Tax Regulations. However, the 
tax does not apply to other types of cushions which are neither 
designed to be used in connection with taxable vehicles nor primarily 
used in connection with such vehicles. 

Advice has been requested concerning the applicability of the manu- 

facturers excise tax on automobile "parts or accessories" to the several 

types of articles described below, which are referred to generally as 
"cushions. " 

Type (1): These articles are referred to as "f'arm tractor seat" 
cushions. They are designed to fit the contours of the seats of farm 
tractors, which are nontaxable, and they have tie cords by which they 
can be tied in position on the seats of tractors. They are made of 
heavy water-repellant duck material filled with shredded foam rubber. 

Type (9): These articles are referred to as "general purpose" 
cushions. They are made in a variety of sizes and shapes, usually 
round, square, or rectangular. These cushions are stufFed with various 
materials and are covered with plastic, vinyl-leather, fibre, or similar 
material. They are advertised as all purpose or utility cushions for 
use in the home, in an automobile, at the oflice, at, the stadium, etc. 

Type (8): These articles are referred to as "ventilated, " "air- 
cooled, " or "summer" seat cushions. They are fiat, relatively thin, 
and may be provided with carrying loops or handles. These cushions 
consist primarily of an inner core of interlocking spiral steel springs 
covered by fibre-mesh material. This construction permits the circu- 
lation of air between the user of the cushion and the surface on which 
the cushion is placed. 

Ty pe (4): These "ventilated, " "air-cooled, " or "summer" seat 
cushions are identical in construction to the type (8) articles described 
above except that each cushion consists of two connecting sections, one 
for the seat and one for the back of the article with which it is used. 
These cushions are produced in so-called "double" and "single" sizes. 

The double cushions are designed for full coverage of the seats of 
automobiles, trucks, etc. AVhen intended for use in the front seats of 
two-door automobiles, the back sections are "split, " to permit either 
portion to tilt forward without interfering with the other. The single 
cush, ions are used extensively in automotive vehicles, either by the 
drivers or by the passengers. 

Because of the wides~pread public acceptance of these articles for 
use in automotive vehicles within recent years, they are sold primarily 
through automobile accessory outlets. They are packaged, advertised, 
and marketed in such a manner as to indicate that their primary use is 
with automotive vehicles, although they also are suitable for other 
uses. 

Type (5): These articles are referred to as "wedge-type" cushions 
because their thickness is tapered in the shape of an elongated triangle. 
These cushions, which are not "ventilated, " are stufFed with various 
types of material and are often covered with automobile seat, cover 
material. They are recommended for use to ease back strain on long 
trips. In addition to their use as back rests. they also may be used as 
seat cushions. Because of their tapered thickness, they change the 
angle of incline of the seat. Most sales of these "wedge-type" cushions 
are through automobile seat-cover and other automobile accessory out- 
lets. k'urthermore, they are packaged, advertised, and marketed in 
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such a manner as to indicate that their primary use is with automotive 
vehicles, altliough they also are suitable for other uses. 

Type (6): These articles are referred to as "head rest" cushions. 
They are rectangular cushions which have a concave surface on one or 
more sides to fit a person's head. These cushions are filled with various 
types of niaterial, are covered with fabric, and are fitted with brackets 
by which they may be fastened to the backs of automobile seats. These 
cushions are packaged, advertised, and marketed in such a manner as 
to indicate that their primary use is with automotive vehicles, although 
they also are suitable for other uses. 

Section 4061(b) of the Internal Revenue Code of 10~&4 imposes a tax 
on sales by the manufacturer, producer, or importer of parts or acces- 
sories (other than tires and inner tubes and other than automobile 
radio and television receiving sets) for any of the motor vehicle arti- 
cles enumerated in section 4061(a) of the Code. 

Section 40. 4061(b) — 2(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that, in general, the terni "parts or acces- 
sories" includes (1) any article, the primary use of which is to improve, 
repair, replace, or serve as a coniponent part of an automobile truck or 
bus chassis or body, or other automobile chassis or body, or taxable. 
tractor, (2) any article designed to be attached to or used in connection 
with such chassis, body, or tractor to;idd to its utility or ornamenta- 
tion, and (8) any article, tlie primary use of which is in connection with 
such chassis, body, or tractor, whether or not essential to its opera- 
tion or use. 

It should be noted that, , under the provisions of the regulations, the 
tax applies to any article which is designed to be used in connection 
with a taxable vehicle to add to its utility or ornamentation. Further- 
more, the tax also applies to any article the primary use of which is in 
connection with a taxable vehicle, irrespective of the purpose for which 
it may have been originally designed. Therefore, the tax applies to 
any article which is primarily used in connection with a, taxable ve- 
hicle for the convenience or comfort of either the driver or the passen- 
gers. The primary use of an article in connection with taxable vehicles 
may be indicated by the nature of the manufactuier's advertising, the 
channels of distribution, and the general customer acceptance of the 
article. 

The stated facts regarding the articles identified above as type (1), 
type (2), ancl type (8) do not indicate that, they are either designed to 
he used in connection with taxable vehicles or primarily used in con- 
nection with such vehicles within the meaning of the re~ilations. 
Accordingly, it is held that they are not subject to the manufacturers 
excise tax on automobile "parts or accessories. " 

On the other hand, the stated facts indicate that tlie articles identi- 
fied above as type (4), type (5), and type (6) are priniarily used in 
connection with taxable vehicles. Therefore, it is further held that 
those articles are subject to the manufacturers excise tax on automobile 
"parts or accessories" under the provisions of section 4061(b) of the 
Code anrl section 40. 4061(b) — 2(a) of the regulations. 

Under the authority granted by section 7805(b) of the Code, the 
conclusion of the above par. graph will not be applied to articles solcl 
by manufacturers, producers or importers, prior to August 1, 196'3. 
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26 CFR 40. 4061(b) — 8: Rebuilt, reconditioned, Rev. Rul. 62 — 142 
or repaired parts or accessories. 

A, company restores unserviceable tubular type automobile shock 
absorbers to serviceable condition for the purpose of sale by drilling 
and tapping a hole in each shock absorber and installing a filler plug 
to allow the addition of fluid. HeN, these operations constitute 
"rebuilding" (manufacturing) within the meaning of section 
40. 4061(b) — 3 of the Manufacturers and Retailers Excise Tax Regu- 
lations. Therefore, sales of such rebuilt shock absorbers by the 
company are subject to the manufacturers excise tax on automobile 
parts or accessories imposed by section 4061(b) of the Internal 
Revenue Code of 1964. 

For purposes of determining the applicability of the manufacturers 
excise tax on automobile parts or accessories, advice has been requested 
whether the restoration of automobile shock absorbers in the manner 
and for the purpose described below is considered to be "rebuild- 
ing" (which constitutes "manufacturing") as distinguished trom 
"reconditioning. " 

A. company is engaged in the business of restoring and selling auto- 
mobile shock absorbers of the tubular type. The company obtains 
unserviceable shock absorbers (either by outright purchase or in 
exchange transactions) and restores them to serviceable condition in 
the manner described below for sale (either outright or on an 
exchange basis) . 

Tlie major operations in the company's restoration of the unservice- 
able shock absorbers to serviceable condition involve drilling and 
tapping a hole in each article and installing a filler plug to allow the 
addition of fluid. This process changes the article from an unservice- 
able shock absorber of the nonrefillable type to a serviceable shock 
absorber of the refillable type. Upon completion of the restoration 
process, the shock absorbers are placed in stock for sale. 

Section 4061(b) of the Iuternal Revenue Code of 1954 imposes a 
tax on the sale by the manufacturer, producer, or importer of parts 
or accessories (other than tires and inner tubes and other than auto- 
mobile radio and. television receiving sets) for any of the motor vehicle 
articles enumerated in section 4061(a) of the Code. 

Section 40. 4061(b) — 8(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that rebuilding of automobile parts or ac- 
cessories, as distinguished from reconditioning or repairing, consti- 
tutes manufacturing, and the rebuilder of such parts or accessories is 
liable for the tax imposed by section 4061(b) with respect to his sales 
of such rebuilt, parts or accessories. Reboring or other machining, re- 
winding and comparable major operations constitute rebuilding. 

The operations which are performed by the instant company in 
restoring unserviceable shock absorbers to serviceable condition for 
sale constitute "rebuilding" (manufacturing) within the meaning of 
section 40. 4061(b) — 8(a) of the regulations. Therefore, it is held that 
the manufacturers excise tax on automobile parts or accessories, im- 
posed by section 4061(b) of the Code, applies to the company's sales 
of the rebuilt shock absorbers. 

When the rebuilt shock absorbers are sold on an exchange basis, 
the sale price upon which the tux is to be computed does not include the 
value of the like articles accepted in exchange, under the provisions of 
section 4062 (b) of the Code and section 40. 4062 (b) — 1 of the 
regulations. 
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Rev. Rul. 6o — 162 
A company restores unserviceable autoniobile bumpers to service- 

able condition for the purpose of sale by reshaping, grinding, strip- 
ping off the old chrome, polishing, electropl iting with a copper base, 
and replating with new chrome. Held, this operation constitutes 
"rebuilding" (manufacturing) within the meaning of section 
40. 4001(b)-8 of the ilanufacturers and Retailers Excise Tax Reg- 
ulations. Therefore, sales nf the rebuilt bumpers by the company 
are subject to the manufacturers excise tax on parts or accessories 
imposed by section 4001(b) of the Internal Revenue Code of 1954. 

For purposes of de(. ermining the applicability of the manufacturers 
excise tax on automobile par ts or accessories, advice has been requested 
whether the restora, tion of automobile bumpers in the manner and 
for the purpose described below is considered to be "rebuilding" 
(which constitutes "manufacturing" ) as distinguished from "recon- 
ditioning. " 

A company is engaged in the business of restoring and selling 
automobile bumpers. The company obtains unservice~able bumpeis 
(either by outright purchase or in exchange transactions) from auto- 
mobile collision shops, garages, and other sources. These bumpers 
have been bent or otherwise d~amaged in collisions, etc. The company 
restores them to serviceable condition in the manner described below 
for the purpose of sale (either outright or on an exchange basis). 

The first step performed by the company in restoring an unservice- 
able bumper is to straighten and reshape it, . After removing all 
defects, the bumper is ground. The old chrome deposits are stripped 
off in temperature controlled chemical tanks and the bumper is polished 
to remove all imperfections. The bumper is electroplated first with a 
copper base, then with nickel and, finally, with chromium. This 
restored bumper is then wrapped in protective paper and placed in 
stock for sale as a replacement part. 

The situation in the instant case should be distinguished from a 
situation in which. the company might similarly restore a bumper 
belonging to the o~ner of an automobile for his personal use. The 
latter situation, which is referred to as "repairing, " does not involve 
the manufacturers excise tax simply because there is no sale of the 
restored bumper. 

Section 4061(b) of the Internal Revenue Code of 1954 imposes a 
tax on the sale by the manufacturer, producer, or importer of parts 
or accessories (other than tires and inner tubes, and other than auto- 
mobile radio anti television receiving sets) for any of the articles 
enumerated in section 4061(a) of the Code. 

Section 40. 4061(b) — 8 (a) of (he Manufacturers and Retailers Excise 
T;ix Regulations provides that rebuilding of automobile parts or ac- 
cessories, as distinguished from reconditioning or repairing, consti- 
tutes manufacturing, and the rebuilder of such parts or accessories 
is liable for the tax imposed by section 4061(b) with respect to his 
sales of such rebuili, parts or accessories. Reboring or other machin- 
ing, rewinding and comparable major operations constitute rebuild- 
ing. The person owning the part or accessory being rebuilt is the 
manufacturer of the article and is liable for the tax oil his sale of the 
rebuilt part or accessory. The tax attaches whether the machining 
or other operation is performed by the rebuilder himself or by some 
other person on his behalf. 
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Section 40. 4061(b) — 3(b) of the regulations provides that the mere 
disassembling, cleaning, and reassembling (with any necessary replace- 
ments of worn parts) of automobile parts or accessories are regarded 
as reconditioning operations rather than the manufacturing or pro- 
duction of rebuilt parts or accessories. 

It is held that the restoration of bumpers for sale by the process 
described above constitutes "rebuilding" (manufacturing) within the 
meaning of section 40. 4061(b) — 3(a) of the regulations. Accordingly, 
the manufacturers excise tax on automobile parts or accessories, im- 

posed by section 4061(b) of the Code, applies to the company's sales 
of the rebuilt bumpers. 

This Revenue Ruling will not be applied to sales made prior to 
November 1, 1962, under the authority set forth in section 7805(b) 
of the Code. 

PART III. — PETROLEUM PRODUCTS 

Subpart A. — Gasoline 

SECTION 4082. — DEFINITIONS 

26 CFR 48. 4082 — 1: Definitions. Rev. Rul. 62 — 109 

For purposes of determining the applicability of the manufacturers 
excise tax on gasoline, section 48. 4082 — 1(b) of the Manufacturers and 
Retailers Excise Tax Regulations provides that the term "gasoline" 
includes all products commonly or commercially known as gasoline 
but that, term does not, include certain other petroleum products 
having "an A. S. T. M. octane number of less than 70. " A similar 
provision was contained in section 314. 30 of the previously applicable 
Regulations 44. Two methods (the "motor" method and the "re- 
search" method) are in common use for determining the octane 
number of petroleum products. However, the "motor" method was 
used in establishing the regulations provisions. Accordingly, the 
"motor" method should be used in determining whether products 
have "an A. S. T. M. octane number of less than 70, " for purposes of 
the definition set forth in section 48. 4082 — 1(b) of the regulations. 

SUBCHAPTER B. — HOUSEHOLD TYPE EQUIPMENT, ETC. 

PART II. — ELECTRIC, GAS, AND OIL APPLIANCES 

SECTION 4121. — IMPOSITION OF TAX 

26 CFR 48. 4121 — 2: Definitions. Rev. Rul. 62-168 
For purposes of the manufacturers excise tax on gas water heat- 

ers of the household type, imposed by section 4121 of the Internal 
Revenue Code of 19~r4, gas water heaters having either (I) a stor- 
age tank capacity of 00 gallons or less or (2) an American Gas As- 
sociation approved natural gas input rating of 7, i, 000 B. T. U. per 
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hour or less are considered to be "of the household type, " unless by 
reason of their design and construction they are primarily adapted 
for other than household use. 

Revenue Ruling 55 — 645, C. B. 1955 — 2, 455, superseded. 

In view of the current situation in the gas water heater industry, 
the Internal Revenue Service has reconsidered its administrative test 
for determining which gas water heaters should be considered to be 
"of the household type" for purposes of the manufacturers excise tax. 

Section 4121 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of certain 
enumerated articles of the household type, including gas water 
heaters. 

Section 48. 4191 — 9(a) of the Manufacturers and Retailers Excise 
Tax Regulations provides that the term "articles of the household 
type" includes all articles enumerated in section 4191 which have an 
actual, practical, commercial fitness, or are specifically designed and 
constructed, for household use. 

Effective November 1, 1051, the manufacturers excise tax on gas 
water heaters, among other ar ticles, was limited to those "of the house- 
hold type. " In the years following the enactment of that limitation, 
it was found that those gas water heaters having a gas input rating 
of 50, 000 or more British thermal units per hour were of the non- 
household type, whereas those having a gas input rating of less than 
50, 000 B. T. U. per hour generally were of the household type. There- 
fore, in an attempt to provide a convenient and uniform guide for 
determining which articles were subject to the tax, the Service adopted 
the administrative test of taxability set forth in Revenue Ruling 55— 
645, C. B. 1955 — 2, 455, which provides that a gas ~ater heater having 
a gas input rating of less than 50, 000 B. T U. per hour is a heater of 
the household type, unless the heater by reason of design and con- 
struction is primarily adapted for purposes other than household use, 

In recent years, however, there has been a considerable increase in 
the household consumption of hot water. Because of the increased 
need in the average home for more hot water in faster time than 
heretofore, there is a definite trend in the industry to manufacture and 
sell apecipally for household u8e gas water heaters with a gas input 
rating of more than 50, 000 B. T. U. per hour. In view of this change in 
the industry, the 50, 000 B. T. U. test is no longer appropriate in de- 
termining whether a particular gas water heater is an "article of the 
household type" within the meaning of the Code and the regulations. 

It has been found that the two primary factors which ordinarily 
distinguish gas water heaters of the household type from those not of 
the household type are . (1) the water storage capacity and (2) the 
B. T. U. gas input rating. In order to promote uniformity in the 
application of the tax, it is deemed advisable, in establishing an ad- 
ministrative test of taxability, to base the distinction upon these two 
factors. 

Accordingly, in view of the current situation in the industry, gas 
water heaters having either (1) a storage tank capacity of 60 gallons 
or less or (2) an American Gas Association approved natural gas 
input rating of 75, 000 B. T. U. per hour or less are considered to be 
"of the household type, " unlegs by reason of their design and construc- 
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tion they are primarily adapted for other than h'ousehold use. This 
test has equal application to water heaters using natural, manufac- 
tured, or liquifiled petroleum gas. 

Under the authority contained in section 7805(b) of the Code, the 
test established by this Revenue Ruling will be applied only to sales 
made by manufacturers, producers, or importers on and after Decem- 
ber 1, 1962. 

Revenue Ruling 55 — 645 is hereby superseded. 

SUBCHAPTER C. — ENTERTAINMENT EQUIPMENT 

PART I. — RADIO AND TELEVISION SETS, PHONOGRAPHS AND RECORDS, ETC. 

SL&'CTIOX 4141. — IMPOSITIOX OF TAX 

26 CFR 48. 4141 — 1: Imposition and rate of tax. Rev. Rul. 62-170 

A company manufactures a device known as a "stereophonic fidelity 
phonograph" which is equipped for stereophonic sound reproduction 
except, that it, does not contain a built-in speaker. This device is de- 
signed to operate two separately housed speakers located at the desired 
distance apart and connected to a dual channel amplifier in the device 
to obtain the stereophonic eÃect in sound reproduction. The company 
also manufactures the separately housed speakers. Sometimes, these 
"stereophonic fidelity phonographs" are sold without the speakers; in 
other cases, they are sold with the speakers. Held, the above- 
described stereophonic device is a phonograph within the meaning of 
section 4141 of the Internal Revenue Code of 1954 whether it is sold 
with or without the speakers. Therefore, the manufacturers excise 
tax imposed on phonographs applies to sa~les of these devices either 
with or without speakers. 

SUBCHAPTER D. — RECREATIONAL EQUIPMENT 

PART I. — SPORTING GOODS 

SECTION 4161. — IMPOSITIOX . Ok TAX 
26 GFR 48. 4161 — 1: Imposition and rate of tax. Rev. Rul. 62 — 184 

A so-called "golf cart, " which contains, as an integral part, a 
permanenily attached golf bag 26 imhes or more in length, is con- 
sidered to be a combination of a taxable golf bag and a nontaxable 
golf &:&rt for purposes of the n&anufacturers excise tax in&posed by 
section 4N1 of the Internal Revenue Code of 19od. Accordingly, 
when the combination is sold by the manufacturer, the tax applies 
to that portion of the price for which the combination is sold which 
is properly allocable to the bag portion of the co&nbination. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax on sporting goods to sales by Inanufacturers of the 
articles desct ibed below. 
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Several companies manufacture and sell so-called "golf carts, " 
which contain permanently attached golf bags as integral parts of 
the carts. The bags vary in length from 28 inches to 32 inches and 
are usually equipped with tubular pockets for holding up to 14 golf 
clubs. The bags are made of various materials, such as vinyl leather- 
ette or a durable canvas-like material. 

Some of the bags have pockets for golf balls, tees, etc. All of these 
carts have wheels and handles. Most models may be folded for easy 
carrying and storage. As an additional feature, some models also 
contain folding seats permanently attached to the carts. 

Section 4161 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of certain 
enumerated articles (including in each case parts or accessories of such 
articles sold on or in connection therewith, or with the sale thereof). 
Included among the articles enumerated are "golf bags (mcasuring 26 
inches or more in length). " No tax is imposed on sales of "golf carts. " 

A manufacturer's sale of a golf cart containing a permanently at- 
tached golf bag of more than 26 inches in length is considered to be a 
combination sale of a taxable golf bag and a nontaxable golf cart. 
Accordingly, it is held that the tax imposed by section 4161 of the 
Code applies to that portion of the price for which the combina- 
tion is sold which is properly allocable to the bag portion of the 
combination. 

The portion of the selling price of the combination article which is 
subject to tax must be determined by one of two methods. If the 
manufacturer makes separate sales of the carts and bags at the same 
level of distribution, the taxable selling price of the bag will be de- 
termined by applying to the actual selling price of the combination 
article, the ratio which the separate selling price of the bag bears to 
the total of the separate selling prices of the bag and the cart„ If 
the manufacturer does not make separate sales of the bag and the cart 
at the same level of distribution, the taxable selling price of the bag 
will be determined by applying to the actual selling price of the com- 
bination article, the ratio which the cost of the bag bears to the 
total of the costs of the bag and thecart. 

PART III. — FIREARMS 

SECTION 4181. — IMPOSITION OF TAX 
26 CFR 48. 4181 — 1: Imposition and rates of tax. Rev. Rul. 62 — 169 

For purposes of the manufacturers excise tax imposed by section 
4181 of the Internal Revenue Code of 1054, "kits" which contain 
all of the necessary component parts for the assembly of shotguns 
are complete firearms in knockdown condition even though, 
in assembling the shotguns, the purchaser must "final-shape, " sand, 
and finish the fore-arm and the stock. A. ccordingly, the manufac- 
turers excise tax applies to these "kits" when sold by the manufac- 
turer, producer, or importer. 

Advice has been requested whether the manufacturers excise tax 
on firearms, imposed by section 4181 of the Internal Revenue Code 
of 1954, applies to the shotgun "kits" described below when. sold by 
the manufacturer, producer, or importer. 
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Each kit contains all of the necessary component parts for the 
assembly of a shotgun. An action, barrel, fore-arm, stock, butt plate, 
and other fittings are included in each kit. The fore-arm and the 
stock, which are the. wood components of the gun, are cut to the proper 
length and shape. IIowever, in assembling the shotgun, it is neces- 
sary for the purchaser to "final-shape, " 

sand, and finish the fore-arm 
and the stock. 

Section 4181 of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of pistols, revolvers, other firearins, 
shells, and cartridges. 

Section 48. 4181 — 1(a) (2) of the Manufacturers and Retailers Excise 
Tax Regulations provides that the tax imposed by section 4181 of the 
Code attaches to the sales of complete firearms, pistols, revolvers, 
shells, and cartIidges, or to sales of such articles which, although in 
a knockdown conditioIn, are complete as to all component parts. 

The kits which are clescribecl above are complete as to all component 
parts. The fact that the person uho assembles the components must 
"final-shape, " sand, and finish the wood components is not material 
in determining the t~axability of the kit. 

Accordingly, it is held that the manufactllrers excise tax imposed 
by section 4181 of the Code applies to the kits described in the instant 
case when they are sold by the manufacturer, producer, or importer. 

SUBCHAPTER E. — OTHER ITEMS 

PART I. — BUSINESS MACHINES 

SECTION 4191. — IMPOSITION OF TAX 
26 CFR 48. 4191 — 1: Imposition and rate of tax. 

The Internal Revenue Service rules on the acceptability of a cer- 
tain method for computing the tax on business machines under cir- 
cumstances in which a manufacturer leases a taxable machine to a 
customer who later purchases a new machine of the same type and 
the manufacturer allows the customer credit for the lease payments 
on the original machine. . See Rev. Rul. 62 — 125, page 251. 

Rev. Rul. 62 — 198 

A magnetic character check sorting machine is a sorting machiue 
within the meaning of section 4191 of the Internal Revenue Code of 
1954 and, accordingly, is subject to the manufacturers excise tax 
imposed by that section of the Code, However, a central control 
unit for magnetic character check sorting machines is not among the 
articles enumerated under section 4191 of the Code and, therefore, 
is not subject to the tax imposed bv that section unless sold on or in 
connection with the sale of a magnetic character check sorting 
machine. On the other hami. an inproof and outproof listing 
machine designed to provide subtotals and batch totals of checks 
being sorted is a combination listing and adding machine within 
the meaning of section 4191 of the Code and, therefore, is subject to 
the tax imposed by that section. Encoder machines designed to pre- 
pare checks for sorting by imprinting specified information on them 
with magnetic ink do not come within the scope of section 4191 of 
the Code and are not subject to the tax imposed hy that section. 



Advice has been requested whether the manufacturers excise tax 
imposed under section 4191 of the Internal Revenue Code of 1054 
applies to the separate sales of the bank automation equipment 
described below. 

The equipment consists of several machines, each of which is a 
separate salable article. Although the machines may be modified for 
other business uses, they are primarily sold for use in banking institu- 
tions for the purpose of sorting checks. 

Item (1): A mugnetic churucter check eorting machine. — This 
machine is equipped with an electronic scanning mechanism which 
"reads" magnetic characters previously printed on checks. This 
mechanism enables the machine to sort checks drawn on banks other 
than the bank using the machine according to their transit numbers 
and to sort checks drawn on the particular bank using the machine 
according to their account numbers. It has sixteen pockets for 
regular items and two pockets for rejects. By passing a group of 
checks through the machine several times, all checks are placed in 
their respective pockets in proper numerical sequence accordmg to the 
numbers imprinted on them. 

Item (9): A rnugnetic churucter check sorting muchine centrul con- 
trol unit. — This machine contains an electronic memory unit which 
enables it to control the operation of several magnetic character 
check sorting machines when they are performing the function of 
transit number sorting. It is equipped with a dictionary look-up 
feature v-hich stores the transit routing numbers of up to 4, 000 desti- 
nations. In operation, as the magnetic coding of each check is "read, " 
the complete transit routing number is referred to the dictionary 
look-up feature which, in turn, "instructs" one of the magnetic 
character check sorting machines to place the check in the proper 
pocket. 

Item (3): Aninproof und outproof listing muchine. — This machine 
is a separate attachment for the magnetic character check sorting 
machine described in item (1) above. It is used to provide subtotals, 
batch totals, and grand totals for the inproof and outproof process. 
The listing and adding operation is done simultaneously with the 
'passing of the checks through the magnetic character check sorting 
machine during the regular sorting operation. 

Item (4): A trunsit nmnber routing symbol encoder. — This machine 
prints in magnetic ink the bank transit number on checks drawn on 
other banks which are in transit and which have not been preprinted 
with magnetic ink. It operates mechanically by an electric powered 
motor. In operation, each check is manually inserted into the machine 
and the proper transit number is indexed on the keyboard, After 
printing has been completed, the encoded checks are automatically 
stacked in a receiving bin in the order in which they were inserted into 
the machine. 

Item (5): A cNetomer uccount number encoder. — This machine 
prints a maximum ten-digit customer account number on those checks 
which are drawn on the particular bank using the machine and which 
have not been preprinted with magnetic ink. In operation, each check 
is manually inserted into the machine and the customer account num- 
ber is indexed on the keyboard. After printing is completed, the 
checks are automatically stacked in a receiving bin in the same order 
in which they were inserted into the machine. 



Iterrb (6): An adding machine amount encoder'. — This machine is 
an attachment for a regular adding machine. It operates mechani- 
cally, deriving its power from the motor of the adding machine to 
which it, is attached. The machine is used to print in magnetic ink 
on each check inserted therein the amount of the check. In operation, 
each check is manually inserted into the machine and the amount of 
the check is indexed on the keyboard. The check amount is then en- 
coded in magnetic ink on the check and also listed on the adding 
machine tape for the purpose of providing batch totals. 

Item (7): A proo j rnachine amount encoder. — This machine is an 
attachment for a standard proof machine. It is electrically operated 
and is completely contro]led by the action of the proof machine to 
which it is attached. The machine is used for the purpose of encoding 
checks with magnetic characters so that they may be sorted at a later 
stage by a magnetic character check sorting machine. In operation, 
if the amount of a check which is going th~rough the proof machine 
has not been previously encoded with magnetic ink, this machine will 
print the amount thereon with magnetic ink. However, if the check 
has already been printed with mazgnetic ink, the machine will permit 
it to go through the proof machine without any additional printing 
of magnetic ink thereon. 

Section 4191 of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of certain enumerated business ma, — 

chines (including in each case parts or accessories of such articles sold 
on or in connection therewith or with the sale thereof). Included in 
the enumeration of articles are adding machines, listing machines, 
sorting machines, and combinations of any of the foregoing. 

It is held that the magnetic character check sorting machine identi- 
fied above as item (1) is a sorting machine within the meaning of 
section 4191 of the Code, since its primary purpose is to sort checks into 
particular pockets according to their transit and account numbeis. 
Therefore, sales of such a machine by the manufacturer thereof are 
subject to the manufacturers excise. tax imposed by that section of the 
Code. 

It is further held that the magnetic character check sorting machine 
central control unit identified as item, (2) above does not come withiii 
the scope of any of the articles enumerated in section 4191 of the Code, 
since its primary function is to electronically control the operation of 
several magnetic character check sorting inachines. Accordingly, the 
manufacturers excise tax imposed by that section does not apply to the 
separate sales of such a machine. However, where the magnetic 
character check sorting machine central control unit is sold on or in 
connection with, or with the sale of, a. taxable magnetic character 
check sorting ma~chine by the manufacturer of the sort~ing machine, the 
central control unit is considered, for purposes of section 4191 of the 
Code, to be a part or accessory for such sorting machine. and, there- 
fore, is includible in the tax base of the sorting machine. 

Since the inproof and outproof listing inachine identified as iterzi 
(8) above lists and adds the amounts of checks, it is held that it is a 
combination listing and adding machine within the meaning of sec- 
tion 4191 of the Code. Therefore, sales of such a machine by the 
manufacturer thereof are subject to the tax imposed by that section. 

The various encoder machines identified as z'tczzze (4), (5), (6), and 
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(7) above do not come within the scope of any of the articles enumer- 
ated in section 4191 of the Code, since their primary function is only 
to imprint magnetic characters on checks for purposes of sorting 
them at a later stage of processing. Accordingly, separate sales of 
these machines by the manufacturer thereof are not subject to the 
tax imposed by section 4191 of the Code. However, where such ma- 
chines are sold on or in connection with, or with the sale of, a taxable 
machine by the manufacturer of the taxable machine for use there- 
with, the nontaxable machines are considered to be parts or accessories 
for the taxable machine and are, therefore, includible in the tax base. 

SUBCHAPTER F. — SPECIAL PROVISIONS APPLICABLE TO 
MANUFACTURERS TAX 

SECTION 4216. — DEFINITION OF PRICE 
Rev. Rul. 62 — 178 (Also Section 4061; 26 CFR 40. 4061(b) — 1. ) 

A company manufactured and sold specially designed automobile 
trucks under such circumstances that, pursuant to the provisions of 
section 4210(b) (1) of the internal Revenue Code of 10b4, the con- 
structive sale price, for purposes of computing the manufacturers 
excise tax, has been determined to be a stated percentage of the 
price for which the articles are sold at retail but not less than the 
company's cost of the trucks. For this purpose, the company's 
"cost" of parts or accessories purchased on a tax-paid basis from 
other manufacturers and used in the manufacture of the trucks is 
the tax-excluded purchase price rather than the tax-included pur- 
chase price. On the other hand, the company's "cost" of tires, inner 
tubes, and automobile radio receiving sets purchased from oi. her 
manufacturers is the total, or tax-included, purchase price. 

Advice has been requested concerning the manner in which the man- 
ufacturers excise tax imposed by section 4061(a) of the Internal Rev- 
enue Code of 1954 should be applied to a company's sales of specially 
designed automobile trucks manufactured and sold by the company 
under the circumstances described below. 

For use in the manufacture of these trucks, the company purchased 
from other manufacturers various articles which are subject to the 
manufacturers excise tax on automobile parts or accessories, imposed 
by section 4061(b) of the Code. Although these articles could have 
been purchased tax free under the provisions of section 4221(a) (1) 
and section 4222 of the Code, they were purchased on a tax-paid basis, 
and the tax on those parts or accessories was paid by the manufac- 
turers thereof. 

Also, for sale on or in connection with these trucks, the company 
purchased on a tax-paid basis tires and inner tubes, which are taxable 
under section 4071 of the Code, and automobile radio receiving sets, 
which are taxable under section 4141 of the Code. 

The company sells these trucks only at retail, Pursuant to the 
provisions of section 4216(b) (1) of the Code, the constructive sale 
price of the trucks has been determined to be a stated percentage of the 
established retail price for the articles, but, not less than the company's 
cost of the trucks. The specific question presented is whether, in com- 
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puting the company's "cost" of the trucks for this purpose, there 
should be included the total tax-paid cost of the taxable articles pur- 
chased for use in the manufacture of the trucks. 

Section 6416(b) (8) (B) of the Code provides, insofar as applicable 
here, that if the tax imposed on a part or accessory taxable under 
section 4061(b) has been paid with respect to the sale of any article 
by the manufacturer, producer, or importer thereof to a second manu- 
facturer or producer, such tax shaH be deemed to be an overpayment, 
by such second manufacturer or producer if such article is used by the 
second manufacturer or producer as material in the manufacture or 
production of, or as a component part of, any other article manufac- 
tured or produced by him. 

The statute contains no similar provision regarding tires or inner 
tubes taxable under section 4071 or automobile radio receiving sets 
taxable under section 4141. However, section 6416(c) of the Code 
provides, insofar as applicable to the situation presented here, that 
if tires, inner tubes, or automobile radio receiving sets on which tax 
has been paid are sold on or in connection with, or with the sale of, an- 
other article subject to the manufacturers excise tax, there shall be 
credited against the tax imposed on the sale of such other article an 
amount determined by multiplying the applicable percentage rate of 
tax for such other article by the purchase price of the tires, inner 
tubes, or automobile radio receiving sets. 

For purposes of computing the manufacturers excise tax in those 
cases in which a manufacturer's "cost" of taxable articles becomes rele- 
vant, that "cost" should be determined in accordance with accepted 
accounting methods. Thus, the "cost" of the taxable articles should 
include all manufacturing, selling, and administrative expenses at- 
tributable to the articles except those expenses relating to charges 
which are excludable from the sale price under section 4216(a) of the 
Code. However, it should not, include an amount which has been 
paid by the manufacturer but to which he has a right of reimbursement. 

The manufacturers excise tax is imposed upon the seller of taxable 
articles rather than upon the purchaser. Therefore, the total, or 
tax-included, price of the articles ordinarily represents the cost of the 
articles to the purchaser. However, under the provisions of section 
6416(b) (8) (B) of the Code, the amount of tax which has been paid 
by the manufacturers of the parts or accessories used in the manufac- 
ture of the trucks in the instant case is deemed to be an "overpayment" 
by the company which manufactures the trucks. The company is en- 
titled to a credit or refund in the amount of that "overpayment. " 

Accordingly, it is held that, for purposes of computing the com- 
pany's "cost" of the trucks, its "cost" of the parts or accessories 
referred to above is the tax-excluded purchase price rather than the 
tax-included purchase price. 

On the other hand, although section 6416(c) of the Code permits 
the company to take ~a credit against the tnx imposed on the trucks, 
and that credit is based npon its purchase price of the tires, inner 
tubes, and automobile radio receiving sets, there is no provision that 
the tax which has been paid on the tIres, inner tubes, and automobile 
radio receiving sets purchased by the company is cleemed to be an 
"overpayment. " Therefore, the company's "cost" of those articles is 
the total, or tax-included, purchase price. 
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26 CI~'R 148. 1 — 5: Constructive sale price. 
(Also Section 4061; 40. 4061(a) — 1. ) 

A company inanufactures various types of automobile truck bodies, 
all of which are subject to the manufacturers excise tax on motor ve- 
hicle articles imposed by section 4061(a) of the Internal Revenue Code 
of 1954. The company sells these bodies at retail only. Under the 
provisions of section 4216(b) (1) of the Code, it, has been determined 
that the constructive sale price of the bodies is a specified percentage of 
the company's established retail price but not les8 than the manufac- 
turer's cogt of the bodies. 

Under the company's cost accounting system, the actual cost of a 
particular body cannot be accurately determined at the time the body 
is sold; however, the company's annual cost records show very little 
fiuctuation in the cost of manufacturing each of the various types of 
bodies and placing them in condition for delivery. 

HeM, under these circumstances, the company's actual cost of a par- 
ticular type of body during the preceding year (determined in accord- 
ance with accepted accounting methods) may be used as the "cost" of 
a body of that type for purposes of determining the constructive sale 
price of such bodies sold during the current year. 

SECTION 4217. — LEASES 
(Also Section 4191; 26 CER 48. 4191 — 1) Rev. Rul. 62 — 125 

A manufacturer of business machines which are subject to tax under 
section 4191 of the Internal Revenue Code of 1954, leases the machines 
and also sells them at retail. Under the terms of the lease contract 
rent is payable monthly and the lessee has the option to purchase 
the leased machine, or a new machine of the same model, at any 
time during the term of the lease, If the lessee exercises the option, 
the contract, provides that the accumulated lease payments will be 
credited against the purchase price of the machine. In computing 
the excise tax due on the sale of a new machine under these circum- 
stances, the manufacturer proposes to reduce the tax normally due on 
the sale by an amount equal to the tax paid in connection with the 
purchaser's prior lease. To compensate for this tax credit, the manu- 
facturer proposes also to reduce by an equal amount the tax paid 
toward the "total tax" due on the leased machine, as computed under 
section 4217 of the Code. Held, there is no provision of law which 
would permit a taxpayer to credit excise tax paid on the lease of 
one article against the excise tax due on the sale of another article, 
under the circumstances outlined above. Accordingly, the proposed 
method of tax computation for the new machine is not acceptable. 
With respect to the computation of tax on the subsequent sale of the 
machine which had been leased, see section 4217(d) of the Code. 

Whether the provisions of section 4217(b) of the Internal Revenue 
Code of 1954 are applicable to the renewal of a lease of an article 
subject to the retailers excise taxes. See Rev. Rul. 62 134, page 236. 
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SUBCHAPTER G. — EXEMPTIONS, REGISTRATION, ETC. 

SECTION 4221. CERTAIN TAX-I'REE SALES 

(Also Section 4061; 96 CFR 40. 4061(a) — 1. ) Rev. Rul. 62 — 99 

A manufacturer sells automobile buses to a county school district. 
The school district immediately transfers the buses, under oral 
financing agreements, to individuals who transport pupils to and 
from public schools pursuant to contracts entered into with the 
school district. For purposes of state inotor vehicle re, istration, 
titles to the buses remain in the name of the school district. How- 
ever, the operators use the buses for transportation other than for 
the school district and otherwise treat the buses as being their own 
property. Held, sales of those buses by the manufacturer to the 
school district under these circumstances are not "for the exclusive 
use of" a State or local government within the meaning of section 
4221(a) (4) of the Internal Revenue Code of 19o4. Therefore, 
sales of the buses to the school district under such circumstances 
are not exempt from the manufacturers excise tax imposed by sec- 
tion 4061(a) (1) of the Code. 

A. dvice has been requested whether, for purposes of exemption from 
the manufacturers excise tax, automobile buses may be considered 
as sold "for the exclusive use of" a State or local government when 
sold. to a county school district, under the circumstances described 
below. 

In order to provide transportation for pupils to and from public 
schools, a county school district enters into contracts with various 
indivicluals under v hich each individual contractor agrees to furnish 
and operate at his own expense a, school bus which meets the specifi- 
cations of the State board of education. The school bus operators 
are paid periodically by the county school district for the transporta- 
tion services furnished under the terms of the contract. 

In some instances, manufacturers sell school buses to the school 
district, , and the school district imnlediately transfers them to the 
operato~rs under financing plans which are orally agreed upon. Under 
the terins of these agreements, the operators' periodic payments for 
the buses are. deducted from the payments due them for transportation 
services furnished. For purposes of State inotor vehicle registration, 
titles to the buses are in the name of the school district, and they 
normally remain in the name of the school district even after the 
operators complete payment to the. district for the buses. However, 
after completion of payment, the titles may be transferred at the 
request of the operators. 

These buses are used to a, substantial extent. by the operators for 
transportation other than for the school district. Fares charged for 
this transportation are collected and retained by the operators. The 
operators furnish the gasoline, oil, and maintenance for the buses and 
otherwise treat them as being their own property. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
certain enumerated motor vehicle articles, including automobile bus 
chassis and bodies. 
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Section 4221(a) (4) of the Code provides that, under regulations 
prescribed by the Secretary of the Treasury or his delegate, no manu- 
facturers excise tax shall be imposed on the sale by the manufacturer 
of an article to a State or local government for the exclusive use of 
a State or local government, but only if such use is to occur before any 
other use. A county school district comes within the meaning of the 
term "State or local government" as defined in section 4221(d) (4) 
of the Code. . 

Based on the facts set forth above, it is held that the sales of the 
buses by the manufacturer to the school district are not "for the ex- 
clusive use of" a State or local government within the meaning of 
section 4221(a) (4) of the Code. Therefore, such sales are not exempt 
from the manufacturers excise tax imposed by section 4061(a) (1) 
of the Code. 

For a similar conclusion, see Revenue Ruling 58418, C. B. 1958 — 2, 
818, which holds that sales of automobiles to a county expressly for 
resa~le to the sheriff «nd his deputies are not considered to be for the 
exclusive use of the State or political subdivision. Also, see Revenue 
Ruling 58 — 572, C. B. 1958 — 2, 815, and Revenue Ruling 60 — 116, C. B. 
1960 — 1, 508, which hold that sales of new automobiles by dealers to a 
State and to a city school district are not "for the exclusive use of" 
those governmental units where the automobiles are sold under certain 
described agreements which provide that the State or local govern- 
ment will trade or return the automobiles to the dealers after a limited 
period of ownership. 

CHAPTER N. — FACILITIES AND SERVICES 

SUBCHAPTER A. — ADMISSIONS AND DUES 

PART I. — ADMISSIONS 

SECTION 4231, — IMPOSITION OF TAX 

(Al'so Sections 4001, 4011, 4021, and 40'81; 
26 CFR 48. 4001 — 1, 48. 4011 — 1, 48, 4081 — 1. ) 

Where articles which are subject to the retailers excise taxes, im- 
posed by sections 4001, 4011, 4021, and 4081 of the Internal Revenue 
Code of 1954, are sold at retail in transactions which also establish a 
liability for the cabaret tax imposed by section 4281(6) of the Code, 
the amounts paid for that merchandise are subject to both the retail- 
ers excise tax and the cabaret tax. Thus, an article sold under such 
circumstances for s, tax-excluded price of $25 would be subject to a 
retailers excise tax in the amount of $2. 50 and a cabaret tax in the 
amount of @. 50, or a tax-included sale price of $30. 

Applicability of cabaret tax to a "dinner club" organized as a pri- 
vate club. See Ct. D. 1872, page 656. 
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SUBCHAPTER B. — COMMUNICATIONS 

SECTION 4251. — IMPOSITIOV OF TAX 
Rev. Paul. 62 — 126 26 CFR 42. 4251 — 1: Imposition and rates 

of taxes. 
(Also Sections 4252, 425, '3; 42. 4'):&. '3 — 2. 

42. 425), '3 — 6. ) 
A certain microwave relay service between two cities, vvhich is 

furnished by a telephone company to a coiupany operating a com- 
munity television antenna service, comes within the definition of the 
term "wire mileage service. " Furthermore, under the circumstances 
described, the microwave relay service does not come within the 
scope of the exemptions provided by section 42&5&3(b) and section 
4253 (f) of the Internal Revenue Co&le of 1054. 

Advice has been requested whether the tax on "wire mileage serv- 
ice, " which is imposed by section 4251(a') of the Internal Revenue 
Code of 1054, applies to amounts paid to a telephone company for a 
microwave relay service which is furnished to a company operating a 
community television antenna service. 

A television service company has its own facilities and equipment 
in the city of sV for the purpose of intercepting the regular broad- 
cast signals of the television stations in that. city. These signals are 
transferrecl to the facilities of a telephone company in that. city. By 
means of microwave relay methods, the telephone company transn»ts 
the signals to its terminus in the city of N. which is outside the 
broadcasting range of the television stations in the city of 31. The 
telephone company then reit)ys the signals to the receiving equipment 
of the television service company in the city of N) from whence the 
television service company transmits the signals over its own cable 
system to the receiving sets of its subscribers in the city of N. 

The basic question presented is Ivhether the microwave transntission 
service furnishecl by the telephone company between the cities of . ll 
and N constitutes "wire mileage service" )vithi» the meaning of sec- 
tion 4251(a) of the Code. If so, there is presented the further ques- 
tion of whether either of the exemptions provicled by section 4258(b) 
and section 4258(f) of the Code applies uncler the circumstances 
d escribed. 

Section 4251(a) of the Cocle. imposes on amounts paid for the 
communication services enumerated in the. following table. a tax equal 
to the percent of the amount so paid as specified in such table: 

Rate of ta~ 
TAXABLE SERVICE t&cree)& t 

General telephone service 10 
Toll telephone service 10 
Telegraph service 10 
Teletypewriter exchange service 10 
Wire niileage service 10 
Wire and etluipment service 8 

Section 4252(e) of the Co~le, as amended by the Excise Tax Techni- 
cal Changes Act of 1058, Public I. aw 85 — 850, C. B. 1058 — 8, 92, defines 
the term "wire mile:tge ~service" to include any wire or radio circuit 
service which is»ot included in any other subsection of section 4252, 
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except that such term does not include service used exclusively in 
furnishing wire and equipment, service. 

The microwave relay service provided by the telephone company 
between the cities of 3f and N is a "wire or radio circuit service" 
which does not come within the scope of any of the communication 
services defined in section 42M of the Code other than "wire mileage 
service". Therefore, this microwave relay service constitutes "wire 
mileage service, " as that term is defined in section 42M(e) of the 
Code, unless the microwave relay service is used exclusively in fur- 
nutw'nq mire and equipment service. However, it cannot be said that, 
the microwave relay service is used exclusively in furnishing wire 
and equipment service. 

A. central television antenna service of the type furnished by the tel- 
evision service company to its subscribers in the city of N is not now 
considered to come within the scope of the term "wire and equip- 
ment service, " as defined in section 4252(f) of the Code. See De- 
I&'orrest Lilly, et al. v. United 8tates, 288 Fed. (2d) 584 (1956); Oust 
Pahouiis v. United 8tates, 242 Fed. (2d) 845 (1957); and Revenue 
Ruling 57 — M2, C. B. 1957 — 2, 745. Therefore, since the service fur- 
nished by the television service company does not constitute "wire 
and equipment service" for the purpose of determining the taxability 
of amounts paid by the subscribers for that service, it follows that 
the same service does not constitute "wire and equipment service" for 
the purpose of excluding from the term "wire mileage service" any 
"wire or radio circuit service" obtained from the telephone company 
for use in furnishing that television antenna service. 

Accordingly, the microwave relay service furnished by the tele- 
phone company between the cities of 3f and N comes within the scope 
of the term "wire mileage service, " as defined in section 42M(e) of 
the Code. 

Section 4258(b) of the Code provides that no tax shall be imposed 
under section 4251, except with respect to general telephone service, 
on any payment received for services used in the collection or in the 
dissemination of news by certain news services. Section 42. 4258— 
2(a) of the Facilities and Services Excise Tax Regulations provides 
that this exemption will apply only with respect to payments for 
services and facilities which are utilized exclusively (1) in the col- 
lection of news for the public press or radio or television broad- 
casting or in the dissemination of news through the public press or 
by means of radio or television broadcasting, or (2) in the collection 
or dissemination of news by a news ticker service furnishing a general 
news service similar to that of the public press. 

The only portion of this exemption which might, apply to the micro- 
wave relay service in this case is that which relates to "wire mileage 
service" utilized exclusively in the collection of news for radio or 
television broadcasting or in the dissemination of news by means of 
radio or television broadcasting. However, news programs consti- 
tute only a minor portion of the total television programming of the 
type which is furnished to the subscribers in this case. Furthermore, 
the programs are not "broadcast" by the television service company; 
rather, they are furnished only to a selected audience (the subscribers) 
by means of the television company's cables to the subscribers' 
premises, 



1) 4251. ] 

Therefore, since the microwave relay service ("wire mileage 
service") furnished by the telephone company to the television service 
company is not utilized exclusively by the latter f' or any of the pur- 
poses specified in section 4258 (b) of the Code, the exemption provided 
by that section does not apply to the amounts paid by the television 
service company to the telephone company. 

Section 4258(f) of the Cod. e provides, in part. , that no tax shall be 
imposed under section 4251 on the amount paid for any "wire mileage 
service" or "wire and equipment service" to the extent that the amount 
so paid is for use by a common carrier, telephone or telegraph com- 

any, or radio broadcasting station or network in the conduct of its 
usiness as such. 
A company operating a community television antenna service is not 

considered to be a "common carrier, " or "telephone or telegraph 
company, " as those terms are used in section 4258(f) of the Code. 
Furthermore, such a company operating in the manner described in 
the instant case is not a "broadcasting station or network. " See 
Revenue Ruling 56 — 00, C. B. 1056 — 1, 520, which holds that the closed- 
circuit transmission of events or activities for private screening for 
limited audiences is not the conducting of the business of a "broadcast- 
ing station or network. " Therefore, the exemption provided by sec- 
tion 4256(t) of the Code does not apply under the circumstances 
described in the instant case. 

In view of the foregoing, it is held that the tax on "wire mileage 
service" imposed by section 4251(a) of the Code applies to amounts 
paid to the telephone company by the television service company for 
the microwave relay service, 

SECTION 4252. — BEFIXITIONS 
(Also Section 4253. ) Rev. Rul. 62 — 119 

A new type of private line service known as "telpal. -, " which offers 
broadband communication paths to custonrers who need to transmit 
large amounts of different forms. of cominunications, comes within 
the scope of the term "wire mileage service" as detined bv section 
4252(e) of the Internal Revenue Code of 1054. Accordingly, the 
tax imposed by section 4251(a) of the Code on amounts paid for 
wire mileage service applies to amounts paid for "telpak" service. 

Advice has been requested whether, for purposes of the excise tax 
on cert'ain communication services, the private line service described 
below comes within the scope of the term "wire mileage service" as 
defined in section 4252(e) of the Internal Revenue Code of 1051. 

Telephone companies have introduced a new type of private line 
service known as "telpak. '' "This service ofFers broadband communi- 
cation paths to customers who need to transinit large amounts of 
difi'erent forms of communications, such as telephone, telephotograph, 
teletypewriter control, signaling, facsimile, and data transmission, 

Four classifications of "telpak" are available to subscribers, which 
are equivalent to the capacity of 12, 24, 60, and 240 voice circuits, 
respectively. The subscriber pays the telephone company a monthly 
charge composed of (1) an amount which varies accordino to the 
classificatioli selected, for each mile in len~&h of the "telpak" channe 
furnished and (2) an amount for the channel terminations provided. 
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The channel terminations consist of arrangements of equipment 
at the terminals of the "telpak" channel which adapt the communica- 
tion path to the various types of communication the subscriber desires 
to transmit. Depending upon the type of channel terminations pro- 
vided by the telephone company, the entire width of a "telpak" 
channel may be used for the transmission of a single kind of com- 
munication, or the channel may be split to accommodate the simultane- 
ous transmission of two or more kinds of communications. This 
channel terminating equipment does not come within the scope of the 
term "any sending or receiving set or device which is station terminal 
equipment" for purposes of the exemption provided by section 
4253(h) of the Code. 

A. telephone company which provides "telpak" service may use 
different means of transmission, depending upon the availability of 
plant facilities in the area to bc covered. For example, a "telpak" 
channel may be furnished in part by microwave, in part by telephone 
wires, and in part by coaxial cable. These means of transmission and 
the plant employed may have the same characteristcs as the means 
of transmission and plant employed in the past in rendering private 
line services. 

Section 4251(a) of the Code imposes a tax on amounts paid for 
certain enumerated communication services, as follows: 

Rate of taa 
Taaahle serctce ( percent ) 

General telephone service 10 
Toll t. elephone service 10 
Telegraph service 10 
Teletypewriter exchange service 10 
Wire mileage service 10 
Wire and equipment service 8 

Section 49M(e) of the Code defines the term "wire mileage service" 
to mean any telephone or radio telephone service and any other wire 
or radio circuit service which is not included in any other subsection 
of section 42M, except that such term does not include service used 
exclusively in furnishing wire and equipment service. 

The "telpak" service described above, as a whole, is a type of private 
line service which does not come within the scope of any of the com- 
munication services defined in section 4259 of the Code other than 
"wire mileage service. " Accordingly, "telpak" service constitutes 
"wire mileage service" as that term is defined in section 4959(e) of the 
Code. Therefore, it is held that the tax imposed on "wire mileage 
service" by section 4951(a) of the Code applies to amounts paid for 
the "telpak" service. 

It should be noted, however, that since the "telpak" service con- 
stitutes "wire mileage service, " it comes within the scope of the 
exemption provided by section 4958(b) of the Code, with respect to 
certain news services, and the exemption provided by section 49M(f) 
of the Code, with respect to common carriers and communication 
companies. 

Whether a microwave relay service furnished to a community tele- 
vision antenna system by a telephone company comes within the scope 
of the term "wire mileage service. " See Rev. Rul. 09-190, page 954. 
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Rev. Rul. 62 — 159 

Revenue Ruling 62 — 11, C. B. 1962 — 1, 440, holds that a musical pro- 
gram service furnished by means of radio circuits comes within 
the definition of "wire mileage service" provided in section 4252(e) 
of the Internal Revenue Code of 1954, as added by the Excise Tax 
Technical Changes Act of 1958. 

Under the authority contained in section '(805(b) of the Code, the 
conclusion of Revenue Ruling 62 — 11 with respect to the tax on "wire 
mileage service" will not be applied to amounts paid before April 1, 
1962, for such musical program services. 

SECTION 4253. — EXEMPTIONS 
Whether amounts paid for a new type of private line service known 

as "telpak" come within the scope of the exemptions from the com- 
munications tax for news services and for common carriers and 
communications companies. See Rev. Rul. 62 — 119, page 256. 

26 CFR 42. 4258 — 2: Exemption for news services. 

Whether amounts paid for a microwave relay service furnished to a 
community television antenna system by a telephone company are 
exempt from the communications tax. See Rev. Rul. 62 — 126, page 254. 

26 CFR 42. 4258 — 6: Exemption for special 
wire service in company business. 

Whether amounts paid for a microwave relay service furnished to a 
community television antenna system by a telephone company are 
exempt from the communications tax. See Rev. Rul. 62-126, page 254. 

SUBCHAPTER C. — TRANSPORTATION OF PERSONS BY AIR 

SECTION 4261. — IMPOSITION OF TAX 
26 CFR 49. 4261: Statutory provisions; imposition 

of tax; amounts paid within the United States; 
amounts paid without the United States; seats, 
berths, etc. ; by whom paid. 

(Also Section 6421; 48. 6421 (b), ) 
(Also Part II, Tax Rate Extension Act of 1962; 

49. 9000. ) 

T, D. 6618 ' 

x The publication of this Treasury Decision in 27 F. R. 11221, dated November 14, 1962 
contains i1) instructions for modifying the notice of proposed rule making in 27 F. R. 
9142, dated September 14, 1992, and (2) the fuu context of the regulations with such 
modifications. As here published, the Treasury Decision reflects the full context of such 
regulations, with modifications. The individual instructions have been omitted. 
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TITLE 26 — INTERNAL REVEN I'E. — CIIAPTER I. SI. BCIIAPTE R D, PART 
MANEFACTI&RERS ANL& RETAILERS EXCISE TAXES, I ART 4O. --FACII, ITIL'S 
AND SFRV~CES FXCISE TAXES 

Amendment of the Xlanufacturers and Retailers Exci. c Tax 1«u- 
lations and the I'acilities and Servi&cs FR& ise Tax Regulations to 
conform to the appropriate section of the Tax Rate Ex(en. ion Act 
of 1062. 

DEPARTMENT OF TIIE TREASI. RT, 
OFFICE OF ( &Iyfillss!0NER DE 1NTERN &&I. HFVENFIE. 

]]rashington "&. D, t '. 

To Officers and Employees of the Inte& na1Ben&nae i& r! &'Ce and Otl!ers 
(. "o&&& Trned: 

On September 14, 1962, notice of proposed rule nlaking Ivith re;pe& 1 

to the amendment of the Manufacturers and Retailers Excise Tax 
Regulations (26 CFR. Part 48) under section 6421 of the Internal 
Revenue Code of 1954 and the Facilities and Services Excise Tax 
Regulations (26 CFR Part 49) under sections 4261, 4262, 4268, and 
4264 of the Code to conform such regulations to section 5 of the Tax 
Hate Extension Act of 1962 (Public I. aiv 8 f — 508, 76 Stat. 115) t C. B. 
1962 — 3, page 58] divas published in the Federal Heg&ister (2! F. R. 9142) . 
After consideration of' all such re1evant nlatter as Iv:Is presented by 
interested persons regarding the rules proposed, the folloIving amend- 
ments of the regulations are hereby adopted. 

Manufacturers and Retailers Excise Taxes 
(26 CFR Part 48) 

PARAoRAPII 1. Section 48. 6421(b) is anlended by revising para- 
graphs (1) (8) and (2) of section 6421(b) and by revismg the 
historical note. These amended provisions read as follov-s: 

$ 48. 6421 (b) STATLToRY PRovIsIoNs; GAsoI. INK L sKB FoR Cf:RTAIN Xox- 
HIGIIwAY PL&RPosKs oR BY LocAL TRANSIT SYsTKMs: LocAL TRANsIY 8YRTEMS& 

SEC. 6421. GASOLINFi ESEI) FOR CERTAIN XO'. &&HIGHWAY 
PURPOSES OR BY I OCAL TRANSIT SYSTE1(IS. * . " 

(b) LocAI. TRANsIr SYSTKMS— 
(1) ALLOWANCK. 

(B) The percentage which the ultinIate purchaser's com- 
muter fare revenue derived from such scheduled service during 
such quarter Ivas of his total passenger fare revenue derived 
from such scheduled service during such quarter. 

(2) I. IMIYAr!oN. — Paragraph (1) shall applv in respe&. t of gas- 
oline used during anv calemlar quarter only if at least 60 per&cut. 
of the total passenger fare revenue derived during such quarter 
from s&hedul'ed service described in paragraph (1) by the person 
filing the claim Ivas attributable to commuter fare revenue derived 
during such quarter bv such person from such scheduled service. 

[Sec. 6421(b) as added and in efFect Jan. 1, 1959, and as amended by 
see. 201(d) (2), Federal-Aid HighVvay Aet 1950 (73 Stat. 615) [P. L. 
86 — 342, C. B. 1050 — 2, 607]; sec. 5(c) (2) (A), Tax Rate Extension Act 
1962 (76 Stat. 118) [P. L. 87 — 508, C. B. 1962 — 3, page 58] ] 

PAR. 2. Section 48. 6421(b) — 1 is amended by revising paragraph 
(a) (1) (ii) [and] the last t~vo sentences of paragraph (a) (1), by revis- 
ing paragraph (b) (2) and the last sentence of paragraph (b), and by 

674924' — 63 18 
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adding a note at the end of paragraph (d). These amended provisions 
read as follows: 

() 48. 0421 (b) — 1 I AYMENTs To ULTIMATE PcscHASER oF GAsoLINE UsED BY 
I&ocAL TRANsIT SYBTEMs. — (a) In general. — (1) 

(ii) The percentage which the ultimate purchaser's commuter fare 
revenue derived from such scheduled service during such calendar quarter 
was of his total passenger fare revenue (not including, in the case of claims 
covering gasoline used before November 16, 1962, the tax imposed by section 
4261 on the amount paid for the transportation of persons) derived from 
such scheduled service during such period. 

However, payment in respect of gasoline used as provided in section 6421(b) (1) 
shall be made only as to gasoline purchased by an ultimate purchaser after June 
80, 1956, and prior to October 1, 1972, and only if a properly executed claim is 
filed by the ultimate purchaser within the time prescribed in section 6421(c) 
(see $ 48. 0421(c) — 1), For meaning of the terms "gasoline" and "commuter fare 
revenue", see paragraph (b) of $48. 4082 — 1 and paragraph (b) of $ 48. 0421(d) — 1, 
respectively', 

(b) 60-percent passenger fare revenue test. 
(2) At least 60-percent of the total passenger fare revenue was commuter 

fare revenue. 
In determining the total of such passenger fare revenue there shall not be 
included revenue from such sources as charter fees, rentals of property, advertis- 
ing, receipts, etc. , and, in the case of claims covering gasoline used before Novem- 
ber 10, 1902, the tax imposed by section 4261. 

(d) I/lustration. 
NoTE: The above example and tables apply to gasoline used before November 
16, 1902, as well as on and after such date, However, since the tax with respect 
to transportation of persons by motor vehicle which begins after November 15, 
1962, has been repealed, all references in the example and tables to such trans- 
portation tax should be disregarded with respect to gasoline used by a local 
transit system after November 15, 1962, and where the term "tax-exempt passen- 
ger fare revenue" is referred to, there should be substituted the term "commuter 
fare revenue" and wherever the term "taxable passenger fare revenue" is used, 
it shall mean any fare revenue received by the transit system which does not 
constitute "commuter fare revenue. " 

PAn. 3. Section 48. 6421(c) — 1(b) (o) is amended by revising sub- 
division (ii) (b), (c), and (cl) and by adding a note at the end of 
subdivision (iii). These amended provisions read as follows: 

Ii 48, 6421(c) — 1 CLAIMS. 

(b) Form of claim. . 
(2) Supporting evidence. 
(ii) Transit systems. 
(b) The total passenger fare revenue (not including, with respect to gasoline 

used before November 10, 1902, the tax imposed by section 4261. ) derived from 
the scheduled service described in (a) of this subdivision. 

(e) The amount of such total passenger fare revenue derived from commuter 
fare revenue. 

(d) A computation showing the percentage which the commuter fare revenue 
derived from the scheduled service was of the total passenger fare revenue 
( (e) divided bv (b) ). 

(III) Example. * v ~ 

Note: The above table applies to gasoline used both before November 10, 1902, 
as well as on and after such date. However, since the tax with respect to 
transportation of persons by motor vehicle which begins after November 15, 
1962, has been repealed, all references in such table to such transportation tax 
should be disregarded with respect to gasoline used by a local transit system 
after November 15, 1902, and where the term "tax-exempt passenger fare reve- 
nue" is referred to, there should be substituted the term "commuter fare revenue", 
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PAR. 4. Section 48. 6491(d) is amended by revising section 6&1(d) 
(2) and by revising the historical note. These amencled provisions 
read as follows: 

f 48. 0421(d) STATUTORY PRovIsIQN8; GAsoLINE UsED Foa CERTAIN NCNIIIGH- 
wAY PURPosEs oR RY LocAL TRANRIT SYsTEMs; DEFINITIONs. 

SEC. 0421. GASOLINE USED FOR Cl'. RTAliN NONHIGHXYAY 
I'URI'OSES OR BY LOCAL TRANSIT SYSTEMS. 

(d) DEFINITIONS. 
(2) CoMMUTER FARE REvENUE. The term "commuter fare reve- 

nue" means revenue attributable to fares derived from the trans- 
portation of persons and attributable to— 

(A) amounts paid for transportation which do not exceed 00 
cents, 

(B) amounts paid for commutation or season tickets for 
single trips of less than 80 iniles, or 

(C) amounts paid for comiriutation tickets for one month or 
less. 

[Sec. 0421(d) as added, amended, and in effect Jan. 1, 1959, and as 
amended by scc. 5(c) (2) (B), Tax Rate Extension Act 1962 (70 Stat. 
119)] 

PAH. 5. Paragraph (b) of $48. 6421(d) — 1 is amended to read as 
follows: 

5 48. 0421 (d) — 1 DEFINITIONs. 

(b) Commuter fare reiienue. — As used in section 0421(b) and ii) 48. 0421 
(b) — 1, 48, 6421(c) — 1, and 48. 6421(g) — 1, the term "commuter fare revenue" means 
revenue attributable to fares derived from the transportation of persons and 
attributable to (1) amounts paid for transportation which do not exceed 60 
cents, (2) amounts paid for commutation or season tickets for single trips 
of less than 80 miles, or (3) amounts paid for commutation tickets for one 
month or less. 

PAII. 6. Paragraph (b) (1) and (o) of $ 48. 6421(g) — 1 is amended 
to read as follows: 

f 48. 0421(g) — 1 REcoRDs To BE KEPT. 

(b) Local transit systems. 
(1) The total passenger fare revenue (not including with respect to gasoline 

used before November 10, 1902, the tax imposed by section 4261) derived from 
scheduled common carrier public passenger land transportation service along 
regular routes, and 

(2) The commuter fare revenue derived froni such scheduled service. 

Facilities and Services Excise Taxes 
(26 CFR Part 49) 

PAIt. 7. Section 49. 4261 is amendeIl by revising section 4261 and by 
revising the historical note. These amended provisions read as 
follows: 

49. 4201 STATUTORY PROVISIONS j IMPOSITION OF TAx, ' AMOUNTS PAID IVITHIN 
THE UNITED STATES; AMOUNTS PAID OUTSIDE TIIE I NITED STATES; HEATS, BERTHS, 
ETC, ; BY WHOM PAID. 

SEC. 4201. IMPOSITION OF TAX. 
(a) AMCUNTs PAID WITHIN THE UNITED HTATEs. — There is hereby 

imposed upon the amount paid vvithin the United States for taxakile 
transportation (as defined in section 4202) of any person by air a tax 
equal to 5 percent of the amount so paid for transportation ivhich begins 
after November 15, 1902, and before July 1, 1908. 

(b) AMOUNTS PAID OUTRIDE THE UNITED STATE$. — There is hereby im- 
posed upon the amount. paid without the United States for taxable trans- 
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portation (as defined in section 4262) of any person by air, but only if 
such transportation begins and ends in the United States, a tax equal to 
5 percent of the amount so paid for transportation which begins after 
November 15, 1902, and before July 1, 1963. 

(c) SEATS' BERTIIS, ETc. — There is hereby imposed upon the amount 
paid for seating or sleeping accommodations in connection with trans- 
portation with respect to which a tax is imposed by subsection (a) or 
(b) a tax equivalent to 5 percent of the amount so paid in connection 

with transportation which begins after November 15, 1962, and before 
July 1, 1903. 

(d) BY WEIoM PAID. — Except as provided in section 4264, the taxes 
imposed by this section shall be paid by the person making the payment 
subject to the tax. 
[Sec. 4261 as amended and in effect Jan, I, 1959, and as further amended 
by sec. 4, Tax Rate Extension A. ct 1959 (73 Stat. 158) [P. L. 80 — 75, 
C. B. 1959 — 2, 679]; sec. 202(a) (3), Public Debt and Tax Rate Lcxtension 
Act 1900 (74 Stat. 290) [P. L. 86-564, C. B. 1900 — 2, 081]; sec. 3(a) (3), 
Tax Rate Extension Act 1961 (75 Stat. 193) [P. L. 87 — 72, C. B. 1961 — 2, 
317]; sec. 5 (a) and (b), Tax Rate Extension Act 1962 (76 Stat. 115) ] 

PAR. 8. Section 49. 4201 — 1 is amended to read as follows: 

$ 49. 4261 — 1 IMPosITIDN oF TAX; IN GENERAL. — (a. ) Transportation beginning 
before Noventber 16, 1962. — Section 4201 imposes a tax equal to 10 percent of 
the amount paid for taxable transportation of persons by rail, motor vehicle, 
water, or air which begins before November 16, 1902. For the definition of the 
term "taxable transportation", see section 4202 and $g 49. 4262(a) — 1 and 49. 4262 
(b) — 1. The t'ix accrues at the time payment is made for the transportation, 
irrespective of when the transportation is furnished if the transportation actually 
begins before November 16, 1902. 

(b) Transportation beginning after November 15, 1962. — Section 4261 imposes 
a tax equal to 5 percent of the amount paid for the air portion of taxable trans- 
portation of persons which begins after November 15, 1962, and before July 1, 
1903. For definition of the term "taxable transportation", see section 4202 and 
$$ 49. 4202(a) — 1 and 49. 4262(b) — 1. The tax accrues at the time payment ia 
made for the transportation, irrespective of when the transportation is furnished 
if the transportation actually begins after November 15, 1962, and before Julv 1, 
1903. 

(c) In general. — The purpose of the transportation, whether business or 
pleasure, is immaterial. It is not necessary that the transportation be between 
two definite points. If not otherv ise exempt, a payment for continuous trans- 
portation beginning and ending at the same point is subject to the tax. For the 
rate of tax with respect to amounts paid for seating and sleeping accommodations 
in connection with taxable transportation, see ) 49. 4261 — 9. 

PAR. 9. Section 49. 4201 — 2 is amended by revising the title, by 
striking out paragraph (a), by redesignating paragraph (b) as para- 
graph. (a) and adding a new sentence at the end thereof, by redesignat- 
ing paragraph (c) as paragraph (b), and by redesignating paragraph 
(d) as paragraph (c). These amended and added provisions read as 
f olio ws: 

$ 49. 4261 — 2 AppLIcATIoN oF TAx, — (a) Taa on total amount paid. — The tax 
is measured by the total amount paid, whether paid at one time or collected at 
intervals during the course of a continuous transportation, as in the case of a 
carrier operating under the zone system. For the application of the tax with 
respect to amount paid for seating or sleeping accommodations in connection 
with taxable transportation, see g 49. 4261 — 9. 

(b) Tav on transportation of each person. 
(c) Charges for n, ontransportation services. 

PAR, 10. Paragraph (b) of $ 49. 4201 — 8 is amended to read as fol- 
io ws: 

$ 49. 4201 — 3 PAYMENTS AIADE WITEIIN TIIE UNITED STATES. 
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(b) Othe&' trar&sI&o&tatzo&z. — (1) Tra&zsf&or(a(i»zz brgi»»ing before No&ae»&be&' 

16, 1902. — In the &ase of transportation beginning bef»re N»veu&ber 16&, I!)62 
(other thau that described in paragraph (a) of this se&'tion), for which payment 
is made in the I&nited States, the tax applies &vith r«speet to the an&ount paid 
for that portion of su&h transportation which is directly or indirectly from one 
port or station in the United States to another port or station in the Iinited 
States. Transportation that (i) begin~ iu the I'nited States or in the 22 &-n&ile zone 
and ends outside such area, (ii) begins outside the Unite«I States or the 2'&&&-mile 

zone»n&1 ends inside such area, or (iii) begins outside the I&nited States and ends 
outside such area is t:&xable only with respect to such portion of the tran»i&orta- 
tion which is directly or indirectly from one port or station in the I'nited States 
to another amh port or station. Thus, on a trip from Chi&ago to London, Eng- 
land, with a stop»ve: at Ne&v York, for which pay&nent is made in the United 
States, the tax &vould ala&ly to the part of the paymeut Ivhieh is applicable to 
the transp»rtation frou& Chicago to New York. 

(2) Tra»s»»rtatio&n beg(nn&'»g after Nozer&zbe& 1&, 1962. — In the case of trans- 
portation be inning after N»vember 1, "&, 1962 (other than that described in 
paragraph (a) of this section), for &vhich payment is n&ade in the United States, 
the tax applies with respect to the amount paid for that portion of such trans- 
portation by air whi&h is directly or indirectlv from &me port or station in the 
United States to another port or station in the United States, but only if such 
portion is not a part of "uninterrupted international air transportation" vrithin 
the meaning of section 4262(c) (3) and paragraph («) of $ 49. 4262(c) — (1). 
Transportation th It 

(i) begins in the Uuited States or the 2tb&-n&ile zone and ends outside 
such area, 

(ii) begins outside the I. nited States or the 22»-&nile zone and ends inside 
such area, or 

(iii) be ins outside the United States and ends outside such area 
is taxable only with respect to such portion of the transportation by air which 
is directly or indirectly from one port or station in the United States to another 
port or statiou in the United States, but only if such portion is not a part of "un- 
interrupted international air transportation" &vithin the meauing of section 
4262(c) (3) and paragraph (c) of $ 49. 4262(c) — 1. Thus. on a trip by air fron& 
Chicago to London, En land, &vith a stopover at Ne&v York, for which payment is 
made in the I&nited States, if the portion from Chicago to New York is n»t a 
part of "uninterrupted iuternational air transportation" within the meaning of 
section 4262(c) (3) and paragraph (c) of «i 49. 4262(c) — 1, the tax &vould apl&ly to 
the part of the payment which is applicable to the transportation fro&n Chicago 
to Ne&v York. However, if the portion from Chicago to New York is a part of 
"uninterrupted international air transportation" within the meaning of section 
4262(e) (3) and paragraph (c) of Ii 49. 4262(c) — 1, the tax Ivould not apply. 

PAR. 11. Section 49. 4261-4 is amended by revising paragraph (b) 
and by adding a new paragraph (d). These amended and added pro- 
visions read;~s follows: 

Ii 49. 4261-4 PAYI&ENTS MA»E O'ITHIN '»' IE UNITE» HTATEs; Evu&ENCE oF 
N»NTAXABII. ITY. 

(b) Tbroug)& tickets. — In the case of transportation which is wholly or in 
part not taxable transportation, the issuan&e of one ticket (commonly kno&vn 
as a "through ticket") covering such transportation &vill be su%«tent to establish 
that the amount paid for such transportation is wholly or in part not subject to 
tax. Thus, if A purchases a through ticket in the United States for transporta- 
tion by air whi«h begins before November 16, 1962, from Chicago to Edn&onton, 
Canada, &vith a stopover at Minneapolis, no further evidence will be required 
to establish that no tax applies with respect to the amount paid for the portion 
of transportation between!Iliuneapolis and Edn&onton. A si&nilar result &vill be 
reached if a through ticket is purchased for the same air transportation Ivhieh 
begins after November 15, 1962, and the trip is not "uninterrupted international 
air transportation" Ivithin the meaning of see(ion 4262 (c) (3) and paragraph (e) 
of Ia 49. 4262(c) — 1. See paragraph (d) of this section for the information to be 
inscribed on all ti& kets issued for uninterrupted international air transportation. 
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(d) Ticlcets issued for uninterrupted international air transportation. —. Akk 

tickets issued for "uninterrupted international air transportation" within the 
meaning of section 4202(c) (8) and paragraph (c) of e& 49. 4202(c) — 1, whether 
through tickets or separate tickets, must have inscribed thereon, in addition to 
the other information required in the regulations in this subpart, suflicient 
information from which. may be ascertained the scheduled arrivak and departure 
time at each stopover to which the six-hour scheduled interval requirement of 
section 4202(c) (6) applies. lt will be sut)rcient, for example, if the airline 
ticket or tickets show the trip number and the date and time of departure of the 
aircraft from each such stopover point, provided the published airline schedules 
show the scheduled time of arrival at each such stopover point. 

PArk. 19. Section 49. 4961 — 7 is amended by revising paragraphs (g), 
(h) (1), and (i). These amended provisions read as follows: 

I) 49. 4201 — 7 KXAMPLE8 oF PAXMENTs SUBJEcT To TAX. 

(g) Combinaticns of rail, motor vebicle, water, or air transportation. — The 
tax applies to the total amount paid for transportation over the lines of a number 
of connecting carriers; and also with respect to transportation beginning before 
Noven&k&er 10, 1902, to the total amount paid for any conrbination of rail, motor 
vehicle, water, or air transportation, such as rail-air line, air line-motor bus, or 
motor bus-steamship, etc. X'or transportation beginning after November 16, 1902, 
the tax will apply only to any portion of such transportation that is by air, 

(h) Chartered conveyances. — (1) An amount paidfor the charter 
(i) of a special car, train. motor vehicle, aircraft, or boat for transporta- 

tion which begins before November 10, 1962, or 
(ii) of an aircraft for transportation which begins after November 16, 

1962, provided no charge is made bv the charterer to the persons transported, 
is subject to tax if the amount paid for the charter represents a per capita 
charge of more than 60 cents for each person actually transported. 

(i) All-expense tours. — Amounts paid for all-expense tours are subject to 
tax with respect to that portion representing transportation which is subject 
to tax. See paragraph (c) of &j49. 4261 — 2 and paragraph (f) (4) of &j49. - 
4201-8. 

PAlr. 13. Section 49. 4261 — 8 is amended by revising paragraphs (c) 
and (d), and subparagraphs (8) and (5) of paragraph (f). . These 
amended provisions read as follows: 

)) 49. 4261 — 8 EXAMPLES oF PATMENTS NOT SUBJEGT To TAx. 

(c) Special baggape transportation equipment. — An amount paid for special 
baggage transportation equipment is not subject to the tax on the transportation 
of persons if separable from the payment for transportation of persons and if 
shown in i, he exact amount of the charge on the records covering the taxable 
transportation payment. 

(d) Circus or strow conveyances. — The amount paid pursuant to a contract for 
the movement of a circus or show conveyance where the amount covers only the 
transportation of the performers, laborers, animals, equipment, etc. , by such 
conveyances is not subject to the tax on the transportation of persons imposed 
by section 4261. However, if the contract payment also covers the issuance to 
advance agents, bill posters, etc. , of circus or show scrip books, or other evidence 
of the right to transportation, for use on regular passenger conveyances, that 
portion of the contract payment properly allocable to such scrip books or other 
evidence is subject to the tax on the transportation of persons. 

(f) Miscellaneous ctrarges. 
(8) Charges for bridge or road toll, or a ferry charge of 00 cents or less, made 

in connection with the transportation beginning before November 16, 1962, of a 
person by bus. Charges incurred by the carrier vvhich are part of its costs of 
operation, such as bridge tolls, road tolls, or ferry charges, paid by the carrier 
on account of the bus and driver, cannot be deducted from the charge made to 
i, he passenger in determining the taxable charges for transportation. 
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(5) Charges in connection with the charter of' a land, water, or air convey- 
ance tor the transportation of persons beginning before Nove!Dber I(J, 1902, or an 
air conveyance for transportation of persons which begins after Nove!«ber 15, 
1902, such as for parking, icing, sanit!&tion, "layover" or "waiting time", move- 
ment of equipment in deadhead service, dockage, wharfage, etc. 

PAIL 14. Section 40. 4261 — 9 is amended by revising paragraph (b) 
to read as follows: 

&) 49. 4' 01 — 9 SEATS AND BERTIIS; RATE AND APPLICATION OF TAX. 

(b) Rate of ta~. — The tax is imposed under section 4201(c) upon the amount, 
paid for seating or sleeping accoum!odations at the following rates: 

(1) 10 percent with respect to amounts paid in connection with taxable 
transportation by rail, motor vehicle, water, or air which begins before Novem- 
ber 10, 1962. 

(2) 5 percent with respect to a!no!mts paid in conne& tion with the air portion 
of any transportation!Vhich begins after November 15, 1962. 

PAr. 15. Section 40. 4262 (a) is amended by revising section 4262(a) 
anil by revisin« the historical note. These;!mended provisions read as 
follows: 

SEC. 4262(a) STATUTURX PRovIsIoNB; DEFINITIDN oF TAxABLE TRANsPURTA- 
TICN; TAxABLE TRANsPoRTATICN; IN GENERAL. 

Sk:C. 4202. DEFINITION OF TAXABI. E TRANSPORTATION. 
(a) TAxABLE TRANBPCRTATIoN; IN GENERAL. — For purposes of this 

subchapter, except as provided in subsection (b), the tenn "taxable 
transportation" means— 

(1) Transportation which begins in the United States or in the 
225-mile zone and ends in the United States or in the 225-mile zone; 
and 

(2) In the case of trausportation other than transportation de- 
scribed in paragraph (1), that portiou of such transportation whi&. h 
is directly or indirectly from one port or station in the United States 
to another port or station in the lJnited States, but only if such 
portion is not a part of uninterrupied interuat. ional air transporta- 
tion (vvithin the meaning of subsection (& ) (8) ). 

[Sec. 4202(a) as added and in effect Jan. 1, 1959, and as au!ended by 
sec. 5(b), Tax Rate Extension Act 1902 (70 Stat. 110) ] 

PAII. 16. Section 49. 4262(a, ) — 1 is amended by revising subpara- 
graph (2) of paragraph (a), by adding a new sentence at the end 
of paragraph (a, ), by changing the title of paragraph (c), and amend- 
ing so much of paragraph (c) as precedes Example (1) thereof, by 
redesignating paragr~aph (d) as paragraph (e) and revising it, , anil 
by adding a new paragtaph (d). These. a»!en(le(1 and added provi- 
sions read as follov(s: 

&! 49. 4202(a)-1 TAxABIF. TRANsroRTATIoN. — (a) In rpcacrul. — lfnless excluded 
under section 4262(b) (see $ 49. 4202(b) — 1), taxable transportation means— 

(1) Transportation which begins in the United States or in that portion 
of Canada or Mexico &vhich is not n!ore than 225 miles from the nearest 
point in the continental United States (the "225-mile zone") and ends iu the 
Unii, ed States or in the 225-n!ile zone; and 

(2) In the case of any other transportation, that portion of such trau- 
portation which is directly or indirectly fron! one port or station in the 
United States to another port or station in the lJnited States but, with 
respect to transportation which begins after November 15, 1902, only it' 

such portion is not part of "uninterr!!pted international air transporta- 
tion" within the meaning of section 4202(c) (8) and paragraph (c) of 
&( 49. 4262(c) — 1. Transportation from one port or station in the I'uited 
States to another port or statiou in the I nited States occurs whenever a 
carrier, after leaving;!nv port or station in the United States. mal&es a 
reguh!rly scheduled stop at another port or station in the llnite&l States 
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irrespective of whether stopovers are permitted or whether passengers 
disembark. 

The provisions of this paragraph are applicable whether the transportation 
is by rail, motor vehicle, water, or air, or any combination thereof, except that 
with respect to transportation which begins after November 16, 1962, the tax 
if applicable, applies only to the amount paid for that portion of the transporta 
tion which is by air. 

(c) Illustrations of tax'able transportation under section It868(a) (8) begin 
ning before November 16, 1968. — The following examples will illustrate the appli 
cation of section 4202(a) (2) with respect to transportation beginning before 
November 16, 1902: 

(d) Illustrations of taxable transportatio~ under section, 1&868(a) (8) begin. 
ning after november 15, 1968. — The following examples will illustrate the appli. 
cation of section 4262(a) (2) with respect to transportation beginning after 
November 10, 1902: 

Exemple (1). A purchases in New York a round-trip ticket for transporta- 
tion by air from New York to Nassau with a scheduled stopover of 10 hours in 
Miami on both the going and return trip, The amount paid for that part of the 
transportation from New York to Miami on the going trip is subject to tax, since 
such transportation is from one station in the United States to another station 
in the United States and the trip is not uninterrupted international air transpor- 
tation because the scheduled stopover interval in Miami is greater than six hours. 
The amount paid for the return trip from Miami to New York is subject to tax 
for the same reason. 

Example (8). A purchases a ticket in San Francisco for transportation to 
London with a stopover in New York. He is to travel by air from San Francisco 
to New York and from New York to London by water. Hc is scheduled to stop- 
over in New York for 4 hours. That portion of the total amount paid, by; A for 
his transportation applicable to the air transportation between San Francisco 
;md New York is subject to tax since such, transportation is from one station in 
the United States to another station in the United States and is not a part of 
uninterrupted international air transportation since the complete trip from San 
Francisco to London is not entirely by air. 

Example (6). A purchases a through ticket for air transportation from San 
Francisco to London with stopovers at Denver, Chicago, Philadelphia, and New 
York. At each stopover the air carrier has scheduled his arrival and departure 
within 0 hours. After arriving in Philadelphia A, for his own convenience, 
decides to stopover for more than 0 hours. The total amount paid by A for his 
transportation from San Francisco to New York is subject to tax since the 
scheduled interval between the beginning or end and the end or beginning of any 
two segments of the domestic portion of international air transportation exceeded 
6 hours. If the stopover interval in Philadelphia is extended for more than 
6 hours by the carrier solely for its own convenience such as making repairs 
to the aircraft, the domestic portion of A's trip will not become taxable, provided 
A continues his international air transportation no later than on the first avail- 
able fiight ofiered by the carrier. 

Example (It). A purchases a through ticket for trausportation by air from 
Los Angeles to Barbados with stopovers at Houston, Mexico City, Mexico, and 
Miami. At each stopover, except Mexico City, A's scheduled time of arrival and 
departure is within six hours. At Mexico City, A's scheduled time of arrival 
and departure exceeds six hours. The total amount paid by A for his trans- 
portation from Los Angeles to Miami, including that part of the transportation 
to and from Mexico City, is subject to tax since the transportation includes a 
portion which is indirectly from one port or station in the United States to 
another port or station in the Unii. ed States (Houston to Miami via Mexico City) 
and the scheduled interval in Mexico City between two segments of such portion 
exceeds six hours. If A's scheduled arrival and departure at each stopover of 
his transportation which is directly or indirectly between ports or stations in 
the United States, including that at Mexico City, had been within a six hour 
interval and A had arrived and departed at each such stopover within that 
period, the transportation would have qualified as uninterrupted international 
air transportation and no part of the amount paid for the transportation by air 
from Los Angeles to Barbados would be subject to tax. 
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(e) Illastralio&ss of tra&&s&&«& tatio&«&. 7&i&7& is»ot taaable tra»sf&ortatio». — The 
following examples will illustrate transportation which is not taxable 
transportation: 

(1) Xesv York to Trinidad Ivith no i»tervcning stops; 
(2) Minneapolis to Edmonton, Canada, with a stop at Ivinnipeg, Canada: 
(3) Los Angeles to Mexico City, Mexico, with stops at Tia Juana and 

Guadalajara, Me~ico; 
(4) Xesv York t&& Avhitehorse, Yukon Territory, Canada, after November 

15, 1902, by air Ivith a scheduled stopover in Chicago of five hours. 
Amounts paid for the transportation referred to in examples set forth in sub- 
paragraphs (1), (2), and (3) of this paragraph are not subject to the tax re- 
gardless of Ivhere pay&nent is musie, since none of the trips (i) begin in the United 
States or in the 22&5&-mile zone and end in the United States or in the 225-mile 
zone, nor (ii) contain a portion of transportation Ivhich is directly or indirectly 
from one port or station in the United States to another port or station in the 
United States. The amount paid within the United States for the transportation 
referred to in the example set forth in subparagraph (-I) is not subject to tax 
since the entire trip ( including the domestic portion thereof ) is "uninterrupted in- 
ternational air transportation" within the meaning of section 4202(c) (3) an(1 
paragraph (c) of i& 49. 4202(c) — 1. In the event the transportation is paid for 
outside the United States, no tax is due since the transportation does not begi» 
and end in the United States. 

PAR. 17. Section 4&j. 4262 (b) is amended by revising section 4262 (b) 
and by revising the historical note. These amencled provisions read 
as follows: 

&j 49. 4202(b) STATUTORY PROVIsIONS; EXOLUsION OF CERTAIN TRAVEL. 

SEC. 4262. DEI&'INITIOX OF TAXABLE TRANSPORTATIOX. 
(b) ExcI. Ustow oF CERYAIN TRAYEL. — I&'or purposes of this subchapter, 

the term "taxable transportation" does uot include that portion of any 
transportation which meets all 4 of the following requirements: 

(1) Such portion is outside the United States; 
(2) Neither such portion nor any segment thereof is directly or 

indirectly— 
(A) Between (i) a point where the route of the transporta- 

tion leaves or euters the continental United States, or (ii) a 
port or station in the 225-mile zone, and 

(B) A port or station in the 225-&nile zone; 
(3) Such portion— 

(A) Begins at either (i) the point where the route of the 
transportation leaves the United St:&tes, or (ii) a port or sta- 
tion in the 225-mile zone, and 

(B) Ends at either (i) the point where the route of the 
transportation enters the United States, or (ii) a port or sta- 
tion in the 225-mile zone; and 

(4) A direct line from the point (or the port or station) speci- 
fied in paragraph (3) (A), to the point (or the port or station) 
specified in paragraph (3) (B), passes through or over a point 
which is not within 225 miles of the United States. 

[Sec. 4262(b) as added and in effect Jan. 1, 10&0, and as amended by 
sec. 5(b), Tax Rate Extension Act 1062 (70 Stat. 116) ] 

PAR. 18. Section 4&), 4262(b) — 1 is amended by revising example (2) 
of paragraph (b) (2) and by revising the material set forth in the 
parentheses at the end of the example in paragraph (d). These 
amended provisions read as folloivs: 

I& 40. 4262(b) — 1 ExcLUsIoN oF CERTAIN TRAvEL. 

(b) T&a&&s7&o& talion to o& f&om 47as7 a o& Ha&ca(i. * s * 
(2) 8*'& 
fi'rsamt&le (-'). B purchased combination rail-water transportation beginning 

before Noven&ber 10, 1002, from Chicago to Juneau, Alarka, by way of Vancouver, 



$ 4261. ] 268 

Canada. The portion of the transportation from Vancouver to the point where 
the route of the transportation enters the three-mile limit off the coast of Alaska 
is not subject to tax, 

(d ) Illustration. ~ * * 
Eaarnple. ~ * * 

(All distances and fares assumed for purposes of this example. If transporta. 
tion begins after November 15, 1952, the tax applies only to the amount, paid 
for transportation by air and should be computed at the rate of 5 percent. ) 

PAR. 19. Section 49. 4260(c) is amended by adding paragraph (3) 
to section 4069(c) and by revising the historical note. These amended 
and added provisions read as follows: 

$ 49. 4262 (c) STATUTORT PaovIsroNs; DEFINITIONS; CoNTINENTAI UNITED 

STATEs; 225-MILE ZQNE; UNINTERRUPTED INTERNATIONAL AIR TRANRPQRTATION. 

SEC. 4262. DEFINITION OF TAXABLE TRANSPORTATION, ~ ~ ~ 

(C) DEFINITIONS, 
(8) UNINTERRUPTED INTERNATIUNAL AIR TRA. NSPDRTATIDN. — The 

term "uninterrupted international air transportation" means any 
transportation by air which is not transportation described in sub- 
section (a) (1) and in which— 

(A) The scheduled interval between (i) the beginning or 
end of the portion of such transportation which is directly or' 

indirectly from one port or station in the United States to 
another port or station in the United States and (ii) the end 
or beginniug of the other portion of such transportation is not 
more than 6 hours, and 

(B) The scheduled interval between the beginning or end 
and the end or beginning of any two segments of the portion 
of such transportation referred to in subparagraph (A) (i) is 
not more than 6 hours. 

[Sec. 4262(c) as added and in effect Jan. 1, 1959, and as further 
amended by sec. 22(b), Alaska Omnibus Act (78 Stat. 146) [P. I. 86-70, 
C. B. 1959 — 2, 678]; sec. 18(a), Hawaii Omnibus Act (74 Stat. 416) [P. L. 
86 — 624, C. B. 1960 — 2, 686]; sec. 5(b), Tax Rate Extension Act 1962 
(76 Stat. 117) [P. L. 87-508, C. B. 1962-8, page 58]] 

PAR. 90. Section 49. 4262(c) — 1 is amended by adding a paragraph 
(c) . The added provision reads as follows: 

$ 49. 4262 (c) — 1 DEFINITIoN8. 

(c) Uninterrupted international air transportation. — (1) For the purpose of 
the regulations in this subpart, the term "uninterrupted international air trans. 
portation" means transportation entirely by air which does not begin in the 
United States or in the 225-mile zone and end in the United States or in the 
225-mile zone provided that 

(i) Where the transportation within the United States involves one stop, 
the scheduled interval between the beginning or end of the United States 
portion of such air transportation and the end or beginning of the remainder 
of the air transportation, and 

(ii) Where the United States portion of such transportation involves two 
or Inore stops, the scheduled interval between the beginning or end of one 
segment and the end or beginning of the continuing segment of such portion 

does not exceed six hours. The transportation is considered to be entirely by 
air even though the passenger may use other means of transportation between 
two airports provided the scheduled six-hour limitation for his continuiug air 
transportation is compiled with. Transportation which otherwise is uninter- 
rupted international air transportation does not cease to be such because of 
the use of non-air transportation between ports or stations which are outside 
the United States, provided the non-air transportation is not a part of trans- 
portation which is indirectly from one port or station in the United States to 
another port or station in the United States. 
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(2) Where the interval between the arrival and departure time at any stop- 
over point in the United States exceeds six hours, such transportation is not 
uninterrupted international air transport'&tion even though the schedules of 
the air lines do not make possible a scheduling within the six hour limit. Where 
any interval scheduled for six hours or less is increased to exceed six hours, the 
transportation will continue to be uninterrupted international air transporta- 
tion if the increase in time is attributable to delays in the arrival or departure 
of the scheduled air transportation. In such case the transportation shall 
continue to be uninterrupted international air transportation if the passenger 
continues his transportation no later than on the tlrst available flight offered 
by the continuing carrier which affords the passenger substantially the same 
accommodations as originally purchased. However, if for any other reason 
such interval at any stopover is increased to more than six hours, the transporta- 
tion will lose its classification of uninterrupted international air transportation. 
The tax applicable in such case shall be paid as provided in paragraph (a) (2) of 
f 40. 4264(c) — 1. The transportation from the point of origin in the United States 
to a port or station outside the United States and the 22I-mile zone, with a 
stopover in the United States, must be scheduled before the time the initial 
transportation commences in order for the United States portion of such trans- 
portation to qualify as uninterrupted international air transportation. For 
exam'pie, where transportation by air from Chicago to New York only is sched- 
uled in Chicago and transportation by air fro&n New York to London, Englaml, 
is scheduled by the passen "er after his arrival in Ncw York, the Chicago to 
New York trip does not qualify as uninterrupted international air transporta- 
tion even though the passenger may depart on the I. ondon Qight within six hours 
after arrival in New York. 

PAR. 21. Section 40. 4263(a) and the historical note are deleted and 
in lieu thereof there is inserted the following new section and historical 
note; 

49. 4263 STATUToax PRovIBIoN$; ExEMPTIoNs. 
SEC. 4263. EXE'»IPTIONS. 

(a) COMMET&rION TB&VEr. , ETc. — The tax imposed by section 4261 shall 
not apply to amounts paid for transportation vvhich do not exceed 60 
cents, to amounts paid for commutation or season tickets for single 
trips of less than 30 miles, or to a&nounts paid for commutation ticl-ets 
for one month or less. 

(b) CERIxIN ORo&NIzxTIONS. — The tax imnosed by section 4261 shall 
not apply to the payment for transportation or facilities furnished to an 
international organization, or any corporation created by Act of Con- 
gress to act in matters of relief under the treaty of Geneva of August 
22, 1864. 

(c) iIEMBEBs OE raE ARMEB Foxczs. — The tax imposed by section 
4261 shall not apply to the payInent for transportation or facilities 
furnished under special tariffs providing for fares of not more than 
2. 6 cents per mile applicable to round-trip tickets sold to personnel of 
the United States Army, A. ir I&'orce, Navy, Elarinc Corps, and Coast 
Guard traveling in uniform of the Unite(1 States at their own expense 
when on otiicial leave, furlough, or pass, including cadets and midship- 
men, issued on presentation of properly executed certificate. 

(d) SMALL AIBcBAFT oN NoNEsTABLIBHEI& LINEs. — The tax imposed by 
section 4261 shall not. apply to transportation by aircraft having— 

(1) A gross weight (as deter&nined under regulations prescribed 
by the Secretary or his delegate) of less than 12, 500 pounds, and 

(2) A passenger seating capacity of less than ten adult passen- 
gers, including the pilot, except Ivhen such aircraft is operated on 
an established line. 

[Sec. 4263 as redesignated and as amended and in effect San. 1, 19, &0, 
and as further amended by sec. 5(b), Tax Rate Extension Act 1062 
(76 Stat. 117)] 

PAR. 22. Section 4(). 4263(a) — 1 is redesignated $ 40. 4263 — 1. The 
redesignated provision reads as follows: 

(I 40, 4263 — 1 COMMI. I~TIov TICKETs. 
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PAR. 28 Section 49. 4908 (a) — 9 is redesignated -e) 49. 4268 — 9 and 
paragraph (c) of the section as so redesignated is amended. The re- 

designated and amended provisions read as follows: 

$ 49. 4263 — 2 CHARGEs NCT KxcEEDING 00 CENTs. 

(c) Charters. — An amount paid for the charter of a car, train, motor vehicle, 
aircraft, or boat with respect to transportation beginning before November 16, 
1962, or of an aircraft with respect to transportation beginning after November 
16, 1902, is exempt from the tax, if the payment represents a per capita charge 
of sixty cents or less for each person actually transported. 

PAR. 94. Section 49. 4968 (b) is deleted. 
PAR. 95. Section 49. 4968(b) — 1 is deleted. 
PAR. 26. Section 49. 4968 (c) is deleted. 
PAR. OV. Section 49. 4268 (c) — 1 is deleted. 
PAH. 98. Section 49. 4968(d) is deleted. 
P &H. 99. Section 49. 4968 (d) — 1 is redesignated $ 49. 4968 — 8 and para- 

graph (c) of the section as so redesignated is amended. These re- 
designated and amended provisions read as follows: 

f 49. 4203 — 3 TRANGPCRTATION FURNIsHED To CERTAIN ORGANIzATIoN8. 

(c) Bvbtence of right to exemption. — The right to exemption under section 
4263(b) (and under former section 4203(d) ) -shall be established by the use 
of exemption certificate, Form 731. See section 4292 and the regulations there- 
under for the rules applicable when the right to exemption is evidenced by 
exemption certificates, 

PAR. 80. Section 49. 4968 (e) is deleted. 
PAR. 81. Section 49. 4o68 (e) — 1 is redesignated $ 49. 4968 — 4. The re- 

designated provision reads as follows: 
3 49. 4203 — 4 Members of the armed forces. 

PAH. 8O. Section 49. 4968(f) is deleted. 
PAR. 88. Section 49. 4908(f) — 1 is redesignated $49. 4268 — 5. The 

redesignated provision read. s as f ollows: 
$49. 4203 — 5 Small aircraft on nonestablished lines. 

PAn. 84. Immediately after $ 49, 4208 — 5 the following new section 
is inserted. . 

$ 49. 420~ FixEMPTICNS APPLIGABLE WITH REBPEOT To TRANsPCRTATICN BE- 
GINNING BEPCRE NovEMBER 10, 1902. — Section fi(b) of the Tax Rate Extension 
Act of 1962 repealed the exemptions contained in former section 4263(b} for 
motor vehicles with seating capacity of less than ten and in former section 
4203(c) for fishing trips by boat effective with respect to transportation be- 

ginning after November 16, 1962. With respect to transportation which began 
before November 16, 1902, the tax imposed by section 4261 does not apply with 
respect to any amount paid for transportation 

(a) By a motor vehicle having a seating capacity of less than ten adu'lt 

passengers, including the driver, unless such vehicle is operated on an 
established line, or 

(b) By boat where the transportation is for the purpose of fishing from 
such boat. 

In the case of the exemption with respect to a motor vehicle having a seating 
capacity of less than ten adult passengers, the term "operated on an established 
line" means operated with some degree of regularity between definite points. It 
does not necessarily mean that strict regularity of schedule is maintained; that 
the full run is always made; that a particular route is followed; or that inter- 
mediate stops are restricted. The term implies that the person rendering the 
service maintains and exercises control over the direction, route, time, number 
of passengers carried, etc. 
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PAR. 85. Section 49. 4264(c) is amended by revising subsection 
(c)(3) of section 4264, and by revising the historical note. These 
amended provisions read as follows: 

$ 49. 4264(c) STATUToRY PRovIsIoNs; SPEcIAL RELEs; PAYMENT oF TAx. 

SEC. 4264. SPECIAL RULES. ~ 

(c) PAYMENT oF TAx. 
(3) Payment of such tax shall be made to the Secretary or his 

delegate, to the person to whom the payment for transportation 
was made, or, in the ease of transportation other than transportation 
described in section 4262(a) (1), to any person furnishing any por- 
tion of such transportation. 
[Sec. 4264(c) as added and in effect San. 1, 1959, and ss amended 
by sec. 6 (b), Tax Rate Extension Act 1962 (70 Stat. 118) ] 

PAR. 36. Section 49. 4964(c) — 1 is amended by revising paragraphs 
(a) and (c). These amended provisions read as follows: 

$49. 4264(e)-1 SFECIAI. RITIE Foa IHE PAYMENT oF TAx. — (a) Rule. — (1) 
In general. — Except as provided in subparagraph (2) of this paragraph, when 
any tax imposed by section 4201 is not paid at the time payment for the trans- 
portation is Inade, then to the extent that such tax is not collected under any 
other provision of law, such tax shall be paid by the person paying for the 
transportation or by the person using the transportation. The provisions of 
section 4264(c) apply where the amount paid for transportation is (i) subject to 
tax at the time such payment is made, but no tax is paid at that tinte, or (ii) 
not subject to tax at the time such payment is made, but because of some sub- 
sequent event the payment becomes subject to tax. The payment of tax shall 
be made to the district director of internal revenue for the district in which the 
taxpaver resides, or to the person from whom the transportation Ivas purchased, 
within 30-days after whichever-of the following first occurs: (a) The rights to 
the transportation expire, or (b) the transportation becomes subject to tax. 
Such payment shall be accompanied with an explanation that it is being made 
in accordance with section 4264(c). 

(2) Transportation no longer qualifying aa unintcr&uptect international air 
transportation. In the case of a payment for transportation beginning after 
November 10, 1962, which qualities as "uninterrupted international air trans- 
portation" within the meaning of section 4202(c) (3) and paragraph (c) of 
$ 49. 4202(c)-1 on the date such payment was made ansi which because of some 
subsequent event ceases to be uninterrupted international air transportation, to 
the extent that the tax due is not collected under any other provision of law, 
such tax shall be paid by the person paying for the transportation or by the 
person using the transportation. The payment of the tax shall be made to the 
air carrier which provides the next continuing portion of the transportation 
follosving the occurrence of the event which caused the transportation to cease 
to be uninterrupted international air transportation and such carrier shall col- 
lect the tax at the time the tlight is rescheduled or before furnishin the continu- 
ing transportation to the passenger, whichever is earlier, unless the carrier has 
evidence, in writin, , that the tax has already been paid to (i) a district director, 
or (ii) the person to Ivhnm the payment for the international air transportation 
was originally made, or (iii) any person furnishing any portion of such transpor- 
tation. The provisions of this subparagraph Ivith respect to the responsibility 
of the continuing carrier to collect the tax due are applicable only if the passen- 
ger uses his original ticket or is issued a substitute therefor for the purpose of 
continuing his transportation. Such provisions are not applicable if the passen- 
ger purchases a new ticket tn continue his transportation. 

(c) Illustrations. — The provisions of this sectic&n may be illustrated by the 
following examples: 

Example (1). A purchases in Nesv York a rouncl trip ticket for transportation 
between New York and London, England, with a stopover in Montreak Canada. 
After arriving in Montreal A decides not to continue his trip to I. Codon and 
returns to New York. A is liable for tax Ivith respect to the amount paid for 
his transportation from New York to Montreal and return, The amount paid 
for A's transportation became subject to tax at the tince he began his return 
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trip to New York, and within 00 days thereafter A. must pay the tax to either 
the person from whom he purchased the ticket or his district director of internal 
revenue. 

Ezanrtrte (2). A purchases in Chicago a ticket for air transportation to begin 
after November 15, 1902, from Chicago to London with a stopover in New York. 
A is scheduled to arrive in New York at 4D60 p. m. and depart from New York 
on the international portion at 7 160 p. m. A arrives in New York on schedule but 
for his own convenience reschedules his departure on a flight departing at 11:00 
p. m. Since A lengthened the interval between the end of the United States por- 
tion and the beginning of the international portion beyond the 6 hour limitation, 
that portion of his international air transportation between Chicago and New 
York became subject to tax. The carrier furnishing A's transportation from 
New York to London shall, before furnishing him with any transportation or at 
the time he reschedules the remaining portion of his trip, whichever is earlier, 
collect the tax due on the Chicago to New York portion from A unless the carrier 
has written evidence that such tax has been paid to (i) a district director of 
internal revenue, or (ii) tne person to whom the payment for the international 
air transportation was originally made, or (iii) any person furnishing any other 
portion of the international air transportation. 

PAR. 87. Section 49. 4o64(e) is amended by revising section 4964(e) 
and by revising the historical note. The amended provisions read as 
follows: 

rj 49. 4264(e) STATUTORT PBovrsroNS; SPECIAL RUIES; RoUND TRIPS. 

SEC. 4264. SPECIAL RULES. ~ * * 
(e) RoUND TRIPs. — In applying this subchapter to a round trip, such 

round trip shall be considered to consist of transportation from the point 
of departure to the destination, and of separate transportation 
thereafter. 
[Sec. 4264(e) as added and in etfect Jan. 1, 1959, and as amended by 
sec. 5 (b), Tax Rate Extension Act 1902 (76 Stat. 116) ] 

PAR. 88. Section 49. 4964(f) is amended by revising section 4264(f) 
and by revising the historical note. These amended provisions read 
as follows: 

$ 49. 4264(f) STATUTDBY PRovIsICNS; SPEOIAL RULEs; TRANsPDRTATIDN OUT 
sIDE THE NCRTHEBN PoRTIQN DF THE WEHTERN HEMISPHEBIL 

SEC. 4264. SPECIAL RULES, ". * 

(f) TRANSPORTATION OUTSIr)E THE NORTHERN PORTION OF THE WESTERN 
HEMISPIIERE. — In applying this subchapter to transportation any part of 
which is outside the northern portion of the Western Hemisphere, if the 
route of such transportation leaves and reenters the northern portion 
of the Western Hemisphere, such transportation shall be considered to 
consist of transportation to a point outside such northern portion, and 
of separate transportation thereafter. For purposes of this subsection, 
the term "northern portion of the Western Hemisphere" means the area 
lying west of the 60th meridian west of Greenwich, east of the inter- 
national dateline, and north of the Equator, but not including any coun- 
try of. South America. 
t Sec, 4264(f) as added and in effect Janr 1, 1959, and as amended by 
sec. 5 (b), Tax Rate Extension Act 1902 (70 Stat. 118) ] 

PAR. 89. Paragraph (b) (1) of $ 49. 4264(f) — ]. is amended to read 
as follows: 

$ 49. 4264(f)-1 TRANSPORTATION OUTSIDE THE NORTHERN PORTION OF THE 
WESTERN HEHISPHEBE. 

(b) Transportation beginning before Novcnrber 16, 4962, by u;ater on a 
vessel. — (1) S peotat rule. — Section 4204 ( f ) (2) prior to its amendment by 
section 5(b) of the Tax Rate Extension Act of 1962 provided a special rule in 
the case of transportation which begins before November 10, 1902, any part 
of which is outside i: he northern portion of the Western Hemisphere, by water 
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on a vessel which makes one or more intermediate stops at ports within the 
United States on a voyage which (i) begins or ends in the United States, and 
(ii) ends or begins outside the northern portion of the Western Hemisphere. In 
such a case, a stop at an intermediate port within the United States at which 
such vessel is not authorized both to discharge and to take on passengers shall 
not be considered to be a stop at a port within the United States. A vessel is 
considered to be authorized both to discharge and to take on passengers at an 
intermediate port unless there is a legal or other authoritative prohibition of 
such traffic, For purposes of the preceding sentence, an order issued by the 
owner or operator of a vessel prohibiting such vessel from either &lischarging or 
taking on passengers at the intermediate port is not a legal or other authoritative 
prohibition of such traffic. 

PAR. 40. There is inserted immediately a f ter $ 49. 6 109 — 1 the 
following: 

Tax Rate Extension Act of 1962 

$49. 0000 SrATUIORY PRovrsroNs; TAx RAIE KEIFNsroN Acr oF 1062; SIEOIAL 
CREDIT oR REFUND oF TRANsPDRTATIov TAx. 

Section 5(e) of the T;!x Rate Extension lect of H)()9 (76 Stat. . 119) 
provicles as follows: 

Ssc. 5. Extension Through November 15, 1962, of Tax on Transporta- 
tion of Persons, and Further Extension of Tax on Transportation of 
Persons by Air at 5-percent Rate for Period November 16, 196i2, Through 
June 30, 1063. 

(e) SPECIAL CREDIT oR REFUND oF TRANsPoRTAIIDN TAx. — Notwith- 
standing any other provision of law, in any case in which tax has been 
collected— 

(1) Before November 16, 1062, for or in connection with the 
transportation of persons which begins on or after November 16, 
1062, or 

(2) After November 15, 1062, and before July 1, 1963, for or in 
connection with the transportation of persons by air which begirrs 
on or after July 1, 1963, 

the person mho c&illected the tax shall pav the same over to the I:nited 
States; but credit or refund (without interest) of the tax collected in 
excess of that applicable (by reason of the amendments made by this 
section) shall be allowed to the person who collected thc tax as if such 
credit or refund mere a credit or refund under the applicable provision 
of the Internal Revenue Code of I'. !54, but only to the &ixtent that, before 
the time such transportation has begun, he has repaid the amount of 
such excess to the person from whom he collected the tax, or has &ib- 

tained the consent of such person to the allow;rnce of the credit or re- 
fund. For the purpose of this sulisection, transportation shall not be 
considered to have begun on or after November 16, 1062, or on or after 
July I, 1063, as the case may be, if any part of the transportation paid 
for (or for which pavment has been obligated) commenced before su& h 
date. 

&[ 40. 0000 — I SPEOIAL CREDIT 08 RK1'UND I RQVIDED BY SEcII&iN &&(e) oF IIIE TAE 
RATE I' xTExsIov Acr or 1062. — (a) In, &ie»eral. — Section 5(e) of the Tax Rate 
Extension Act of 106&2 provides that a credit or ref&oui shall be allowed (as if 
such credit or refund were a credit or refund under the applicable provisions 
of the Internal Revenue Code of 1054) to any person mho (1) prior to No- 
vember 16, 1062, collected tax at the rate of 10 percent of the amount paid for 
the transportation of persons by rail, v;ster, nrotor vehicle, or air (includin" 
seating or sleeping a«ommodations) mhich begins on or after November 16i, 

1062, or (2) after November 1. &, 1062, and before July 1. 1063, collected tax 
at the rate of 5 per& ent on amounts paid for the transportation of persons bv 
:rir (including sea(ing or sleeping accommodations) which begins on or after 
July 1, 1963. 

(b) Amo»»t of credit or refund. — The '&mount to be credited or refunded 
shall be (1) the tax collected in the case of trrrrrsportstion by rail, water, or 
motor vehicle which begins on or after November 16, 1062, (2) the excess of 
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the tax collected over the rate of 5 percent in the case of transportation by air 
which begins on or after November 16, 1902, or (8) the tax collected on or 
after November 10, 1902, in the case of transportation of persons by air which 
begins on or after July 1, 1908. 

(c) Where and how to filo claim or take a credit. — A claim for refund may 
be filed on Form 848 with the district director for the internal revenue district 
in which the amount claimed was paid. A credit for such amount may be 
taken against the tax shown to be due on a subsequent return. 

(d) Conditions precedent to ttie allowance of a claim, or credit. — The credit 
or refund will be allowed only if all the following conditions are met: 

(1) The tax has been collect, ed at the higher rate (10 percent or 5 percent); 
(2) Such tax actually has been paid over to the United States by the per- 

son claiming the credit or refund; and 
(8) Prior to the time the transportation has begun, such person either (i) 

has reimbursed the person froin whom the tax was collected for the amount 
representing the ditference between the tax computed at the higher rate (10 
percent or 5 percent) and the tax which would have been applicable (5 percent 
or no tax), or (ii) has obtained the written consent of the person from whom 
the tax was collected to the allowance of the credit or refund of such amount 

(e) Evidence required. — In order to obtain a refund or credit under this 
section, the claimant must have satisfactory evidence to substantiate his right 
to such credit or refund, such as a signed, dated statement from the person from 
whom the tax was collected showing his name and address and the fact that such 
person has received payment of such excess or has consented to the allowance 
of the credit or refund to the claimant. The credit or refund may not be allowed 
if any part of the transportation paid for, or for which payment was obligated, 
commenced prior to November 16, 1902, or prior to July 1, 1968, as the case may 
be. Section 4204(e) and $ 49. 4264(e)-1 provide that a round trip shall be con- 
sidered to consist of transportation from the point of departure to the destination 
and of separate transportation thereafter. Accordingly, in thc case of a round- 
trip ticket if the transportation from the point of origin commenced before No- 
vember 16, 1962, or July 1, 1968, credit or refund as provided in this section of 
tax collected with respect to the amount paid for the return portion of such 
ticket may be allowed if the transportation authorized by the return portion is 
begun after November 15, 1962, or June 80, 1908, as the case may be. 

(f) Interest. — No interest shall be allowed with respect to any amount of tax 
refunded or credited under the provisions of this section. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

MORTIMER M. CAPLINi 
Commissioner of fnterna/ Ideeenue. 

Approved November 9, 1969, 
STANLEY S. SURREY, 

Assi stont 8ecretary o f the Treasury. 
(Filed by the Division of the Federal Register on November 18, 1962, 8:88 a. m. , 

and published in the issue of the Federal Register for November 14, 1962, 27 
F. R. 11221) 

96 CFR 49. 4961 — 1: Imposition of tax; 
in general. 

Rev. Rul. 62 — 110 

A steamship company offers a cruise from New York into the 
Gulf Stream beyond the territorial waters of the United States. 
The cruise ship returns to New York without making an intermedi- 
ate stop at a port of call en route. Held, since there is no point en 
route which may be regarded as the destination of the cruise for 
purposes of applying the special rule provided by section 4264(e) 
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of the Internal Revenue Code of 1954 for "round trips, " the cruise 
is considered to be "taxable transportation" ivbich begins and ends 
in the United States. Accordingly, the tax on the transportation 
of persons, imposed by section 4261(a) of the Code, applies to 
amounts paid to the steamship company for the cruise. 

Advice has been requested concerning the applicability of the excise 
tax on the transportation of persons to amounts paid to a steamship 
company for the cruise described below. 

A steamship company overs a cruise from New York into the Gulf 
Stream beyond the territorial waters of the United States. Tlie 
cruise ship returns to New York without making an intermeiliate 
stop at a port of call en route. The cruise does not come within the 
exclusion from the term "taxable transportation" as set forth in 
section 4262(b) of the Internal Revenue Code of 1%4, Nor does the 
route of the transportation leave "the northern portion of the Western 
Hemisphere, " so as to come within the special rule provided by section 
4264(f) of t. lie Code. 

The specific question is whether the cruise qualifies as a "round 
trip, " to be treated as consisting of two separate trips, under the spe- 
cial rule provided by section 4264(e) of the Code, an outgoing trip 
from New York to a point outside the United States and a return trip 
from a point outside the United States. 

Section 4261(a) of the Code imposes a tax upon the amount paid 
within the United States for taxable transportation of any person 
by rail, motor vehicle, water, or air. 

In accordance with the provisions of section 4262(a) of the Code, 
the term "taxable transportation" means, insofar as material here, 
transportation which be~~us in the United States and ends in the 
United States. 

Section 40. 4261 — 1 of the Facilities and Services Excise Tax Regula- 
tions provides that for the tax to apply it is not, necessary that trans- 
portation be between two definite points. If not, otherwise exempt, a 
payment for continuous transportation beginning and ending at the 
same point is subject to the tax. 

In setting forth certain special rules f' or the tax on the transporta- 
tion of persons, section 4264(e) of the Code provides that in applying 
the tax provisions to a round trip, such round trip shall be considered 
to consist of transportation from the point of departure to the destina- 
tion, and of separate transportation thereafter. 

Section 49. 4264(e) — 1(a) of the regulations provides, in part, that 
a round trip shall be considered to consist of two separate trips, that 
is, one trip from the point of departure to the destination and a second 
trip in returning from the destination. In the case of a cruise or tour 
(that is, transportation to no set destination but with one or more 
intermediate stops en route), the point farthest from the point of de- 
parture will be regarded as the destination for purposes of applying 
the term "round trip. " 

Although the cruise in the instant case is partly in waters outside 
the United States, it does not include an intermediate stop at, a port 
of call en route. For that reason, there is no point en route which. may 

674924' — 93 — 19 
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be regarded as the destination of the cruise for purposes of applying 
the special rule for round trips as set forth in section 4264(e) of the 
Code and section 40. 4264(e) — 1(a) of the regulations. Therefore, the 
cruise is not considered to be a "round trip" consisting of two separate 
trips. Instead, it is considered to be one continuous trip which begins 
and entls in the United States and, as such, is taxable transportation 
within the purview of section 4262(a) of the Code. 

Accordingly, it is held that the tax on the transportation of persons, 
imposed by section 4261(a) of the Code, applies to amounts paid to 
the steamship company for the cruise described above. 

26 CFR 40. 4261 — 7: Examples of payments 
subject to tax. 

Whether travel agencies, which sell guided tours to be taken on a 
carrier's buses, are required to file returns and pay to the Government 
the excise tax on the transportation of persons. See Rev. Rul. 62 — 105, 
page 277. 

SECTION 426'3. — EXEMPTIONS 

26 CFR 49. 4263 (a) — 1: Commutation tickets. Rev. Rul. 62 — 104 

Annual payments made by parents pursuant to a contract with a 
carrier for the daily transportation of children to and from school 
(when the transportation for a single trip is less than thirty miles) 
are exempt, under the provisions of section 4263(a) of the Internal 
Revenue Code of 1954, from the excise tax on amounts paid for 
the transportation of persons, even though the carrier does not actu- 
ally issue "tickets" as evidence of the right to transportation. 

Advice has been requested whether the excise tax on the transporta- 
tion of persons applies to amounts paid for transportation service 
furnished under the following circulnstances. 

An operator of buses furnishes daily transportation of children to 
and from school. Tickets are not issued, but the carrier, in accordance 
with a contract with the parents of eac]i child, agrees to provide such 
transportation upon the payment of a flat charge per year. The 
length of the trip for each child transported is less than ten miles. 

Section 4261(a) of the Internal Revenue Code of 1054 imposes a tax 
upon the amounts paid within the United States for taxable transpor- 
tation (as defined in section 4262 of the Code) of any person by rail, 
motor vehicle, water, or air. 

Section 4268 (a) of the Code provides, in part, that the tax imposed 
by section 4261 shall not apply to amolmts paid for commutation or 
season tickets for single trips of less than 80 miles. 

Although the circumstances of this case are. such that the carrier 
does not, actually issue "tickets" as evidence of the right to transporta- 
tion, the annual payments made by the parents of each child trans- 
ported are considered to be payments for "commutation or season 
tickets" within the meaning of section 4263(a) of the Code. There- 
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fore, it is held that the tax imposed by section 4261(a) of the Code 
on the transportation of persons does not apply to the annual pay- 
ments made to the carrier under the circumstances described above. 

SUBCHAPTER E. — SPECIAL PROVISIONS APPLICABLE TO SERVICES 
AND FACILITIES TAKES 

SECTION 4991. — CASES WHERE PERSONS RECEIVING 
PAYMENT MUST COLLECT TAX 

26 CFR 42. 4291 — 1: Duty to collect tax. 
(Also Section 4261; 49. 4961 — 7. ) 

Travel agencies must collect any excise tax on the transportation 
of persons which may be due on amounts paid to them for guided 
tours to be taken on buses furnished by a carrier, However, 
whether the travel agencies should file returns and pay the tax to 
the Government, rather than to remit the tax to the bus company, 
depends upon whether the travel agencies are acting as principals 
rather than as agents of the bus company. 

The Internal Revenue Service has been asked whether, under the cir- 
cumstances described below, the travel agencies are required to file 
returns and pay to the Government the excise tax on transportation 
of persons, imposed under section 4o61 of the Internal Revenue Code 
of 1954, collected on amounts paid to the travel agencies for guided 
tours. 

A carrier, which owns and operates buses, has interstate and local 
franchise rights to operate its vehicles over certain routes. The com- 
pany has contractual arrangements to furnish special bus service to 
two types of travel agencies which sell guided tours. Under these ar- 
rangements, the carrier controls, operates, and maintains the buses, 
supplies the fuel and oil, and furnishes the drivers. 

Travel agencies of the first type are independent brokers which are 
licensed by the Interstate Commerce Commission. They sell guided 
tours to individuals and to groups. They charter buses for such 
tours from any bus company which has the required franchise rights 
to operate the buses. These travel agencies are not under the super- 
vision or control of any bus company or operator. 

Travel agencies of the second type are not licensed as brokers by the 
Interstate Commerce Commission, They represent the bus companies 
and are under their supervision and control. They sell guided tours, 
and they remit all monies to the bus company, after retaining a 
commission. 

Sect, ion 4261(a) of the Code imposes a tax upon the amount paid 
within the United States for taxable transportation of any person by 
rail, motor vehicle, water, or air. This tax is imposed upon the person 
making the payment subject to the tax, 

Under the provisions of section 4991 of the Code, every person re- 
ceiving any payment for facilities or services on which a tax is imposed 
upon the payor by section 4261 of the Code must collect the amount of 
the tax f rom the person making such payment. 
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The question in the instant case is ivhether tlie travel agencies, 
which collect the transportation tax from the persons who are liable 
therefor, should file returns and pay the tax to the Government or 
remit the tax to the bus company for payment to the Government. . 
That depends upon whether, in selling the taxable transportation, tlie 
travel agencies are acting as principals or are acting as the agents 
of the bus company. 

Where independent travel agencies, such as the independent broker 
type first described above, sell taxable guided tours to be taken on 
buses chartered froni a carrier, the travel agencies are acting as prin- 
cipals in such transactions. Therefore, it is held that these. travel 
agencies are required to collect the transportation tax, file tax returns, 
and pay the tax to the Government, . 

IIowever, where travel agencies, such as the second type described 
above, sell taxable guided tours as representatives of the bus com- 
pany, such travel agencies are acting as agents of the bus company. 
Although requirecl to collect the transportation tax, such travel agen- 
cies should remit the tax to the bus company. which is requirecl to 
file returns and pay the tax to the Government. 

CHAPTER 34. — DOCUMENTARY STAMP TAXES 

SUBCHAPTER A. — ISSUANCE OF CAPITAL STOCK AND CERTIFICATES 
OF INDEBTEDNESS BY A CORPORATION 

PART 1. — ISSUANCE OF CAPITAL STOCK AND SIMILAR INTERESTS 

SECTION 4301. — IMPOSITION OF TAX 
26 CFR 47. 4301 — 1: Imposition of the tax on 

original issue of stock. 

Whether, under the provisions of section 6501(a) of the Internal 
Revenue Code of 1954, as amended, documentary stamp taxes in- 
curred on transactions occurring before January 1, 1959, may be 
assessed more than three years after the taxes became due. See Rev, 
Rul. 62 — 130, p;ige 342. 

PART II. — ISSUANCE OF CERTIFICATES OF INDEBTEDNESS 

SECTION 4311. — IMPOSITION OF TAX 
26 CFR 47. 4311 — 1: Imposition of tax on issuance 

of certificates of indebtedness. 

Whetlier, under the provisions of section 6501(a) of the Internal 
Revenue Code of 1954, as aniended, documentary stamp taxes in- 
curred on transactions occurri»g before January 1, 1959, may be 
assessed more than three vears after the taxes became due. See Rev. 
Rul. 62 — 130, p;ige 34 '. 
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SUBCHAPTER B. — SALES OR TRANSFERS OF CAPITAL STOCK AND 
CERTIFICATES OF INDEBTEDNESS OF A CORPORATION 

PART I. — SALES OR TRANSFERS OF CAPITAL STOCK AND SIMILAR INTERESTS 

SECTION 4821. — IMPOSITION OF TAX 
26 CFR 47. 48ol — 1: Imposition of tax. 

Whether, under the provisions of section 6501(a) of the Internal 
Revenue Code of 1954, as amended, documentary stamp taxes in- 
curred on transactions occurring before January 1, 1959, may be 
assessed more than three years after the taxes became due. See Rev. 
Rul. 62 — 180, page 849. 

PART II. — SALES OR TRANSFERS OF CERTIFICATES OF INDEBTEDNESS 

SECTION 4881. — IMPOSITION OF TAX 
96 CFR 47. 4881 — 1: Imposition of tax. 

Whether, under the provisions of section 6501(a) of the Internal 
Revenue Code of 1954, as amended, documentary stamp taxes in- 
curred on transactions occurring before January 1, 1959, may be 
assessed more than three years after the taxes became due. See Rev. 
Rub 62 180, page 849. 

SUBCHAPTER C. — CONVEYANCES 

SECTION 4861. — IMPOSITION OF TAX 

96 CFR 47. 4861 — 1: Imposition of tax. 

Whether under the provisions of section 6501(a) of the Internal 
Revenue Code of 1954, as amended, documentary stamp taxes in- 
curred on transactions occurring before January 1, 1959, may be 
assessed more than three years after the taxes became due. See Rev. 
Rul. 62 — 180, page 849. 

Rev. P. ul. 6o — 186 
A company adopted a pension plan for the benefit of its employees 

and created a trust fund to pay the benefit under the plan. To 
fund the past service costs, the company transferred to the trustee 
certain income-producing real property. Held„ this conveyance of 
realty is subject to the documentary stamp tax inIposed by section 
4361 of the Internal Revenue Code of 19o4. 

Advice has been requested whether the documentary stamp tax on 
conveyances of realty sold, imposed by section 4861 of the Internal 
Revenue Code of 1954, applies to the conveyance of real property 
under the circumstances described below. 

A company adopted a pension plan for the bene6t of its employees. 
To carry out the provisions of this plan, a trust has been created and a 
trustee has been selected to administer the fund created to pay the 



benefits under the plan. For Federal income. tax purposes, thIs is a 
"qualified" trust under the requirements set. forth in section 401(a) of 
the Code. Ther&. fore, the company's contributions to the trust are de- 

ductible for income t&ix purposes under the provisions of section 404(a) 
of the ("ode. 

Un&]&. r the plan adopted by the company, no contributions are re- 

quired from the employees; the entire cost of the plan is to be borne by 
the company. The retirement, benefits to be obtained by the employees 
are geared to each employee's years of service and average monthly 
earnings. Although not contractualy required to do so, the company 
desired to reward the past services of the participants, To fund the 
past service costs, the company transferred to the trustee certain in- 

come, -producing real property, which had a fair market value of 
approximately $4 million. The deed specified that the property was 

being transferred "in consideration of the sum of ten dollars. " How- 
ever, subject to the limitations of section 404(a) of the Code, the 
company claimed an income tax deduction in an amount equal to the 
fair market value. of. the property. 

The issue presented here is whether the documentary stamp tax 
imposed by section 4661 of the Code applies to the transfer of real 
property from the company to the trustee. . The company contends 
that the tax does not, apply for the reason that the property was not 
transferred for a "valuable consideration" for purposes of the docu- 
mentary stamp tax. The basis for this contention is the claim that the 
transfer was not, in satisfaction of a legal obligation of the company 
and that no significant tangible benefit was received by the company. 

Section 4861 of the Code imposes a documentary stamp tax on each 
deed, instrument. or writing by which any lands, tenements, or other 
realt~y sold shall be granted, assigned. tiansfcrred, or otherwise con- 
veyed to, or vested in. the purchaser or purchasers, or any other person 
or persoi&s, by liis or their direction, when the consideration or value 
of the interest. or property conveyed (exclusive of the value of any lien 
or encumbrance remaining thereon at, the time of sale) exceeds $100. 

Section 47. 4661 — 1(a) (2) of the Documentary ~tamp Tax Re~la- 
tions provides, in part, that the tax is limited to conveyances of realty 
sold and does not apply to other conveyances. Section 47. 4661— 
1(a) (4) (ii) of the regulations provides that, the term "sold" imports 
transfer of an interest for a valuaMe consideration, which may involve 
money o& anything of value. 

Among several examples of conveyances not subject, to the tax, as 
set forth in section 47. 4'l61-2(b) of the regulations, are conveyances of 
really without consideration and otherwise than in connection with a 
sale. including a deed conveying realty as a bona fide gift, although 
the deed may~recite a consideration for the transfer, such as "natural 
love and aR'ection and $1, " 

etc. . 
whether the realty in the instant case was "sold" for purposes of 

determining the applic:ibility of the documentary stamp tax depends, 
theretore, upon whether the company transferred its interest in that 
property for a "valuaMe consideration, " The transfer of the prop- 
erty by the company to the trustee is not comparable to a gift of realty 
to a charitable foundation, such as that involved in the case of iVnrray 
v. joey, 62 F. Supp. 1008 (1940). Furthermore, , the transfer in this 
case is not a mere conveyance of a nakerl legal title from a principal to 
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an agent for the purpose of managing, conserving, and liquidating the 
real estate, such as that involved in the decision of the United States 
Circuit Court of Appeals, Sixth Circuit, in the case of Berry v. E'ae- 
anasrgk, 137 Fed. (9d) 574 (1043). 

In determining the applicability of the documentary stamp tax to 
the situation described in the instant case, consideration has been given 
to the decision of the United States Court of Appeals for the Sixth 
Circuit in the case of United 8tates v. General Shoe Uorporat~'on, 289 
Fed. (od) 9 (1050), certiorari denied, 865 U. S. 848 (1061), and to the 
other cases cited in that decision. 

Although that decision relates to an income tax issue, the rationale 
of the court there is applicable to the instant case, In that case, as 
here, the company contributed real property to a pension trust which 
had been created to carry out the provisions of a pension plan adopted 
by the company for the benefit of its employees, The issue there was 
whether the company realized a taxable gain because the value of the 
property contributed to the trust exceeded the company's basis of the 
property for income tax purposes. 

In holding that the company did realize a taxable capital gain, 
the court stated that the disposition of the real estate by the taxpayer 
resulted in an "amount realized" within the meaning of the income 
tax statute. The court further stated, as follows: 

The theory of economic gain comes into play. To argue, as the taxpayer 
does here, that there can be no gain because nothing is realized, is unrealistic. 
Literally the taxpayer is correct in its contention that it did not receive a tangi- 
ble benefit ~ * ~ however, we do not conceive that in this day and age we 
are restricted to tangibles in tax matters where there is actual recognizable 
benefit, albeit intangible, the taxation of which is implicit in the statutory 
scheme and where such benefit is clearly capable of being evaluated on an ob- 
jective basis " ' ": The value of what was given up here bears a direct relai. ionship to 
the fair value of the "property" received. The "property" received is an eco- 
nomic gain to the taxpayer of exactly the market or assessed valuation which 
the taxpayer used as a deduction on its income tax returns. r. ~ * This is 
an arm's length situation. Emotional factors are not involved. The measure- 
ment of the intangible benefits is easily reduced to dollars and cents. 

Among the cases cited in support of its decision in the General 
8hoe Corporation case, the court referred particularly to the decision 
of the United States Circuit Court of Appeals, Second Circuit, in the 
case of lnternationol Fre~'ghting Corporation v. Uommi88ioner of 
Internal Revenue, 185 Fed. (Bd) 310 (1948). In holding, in that 
case, that the delivery of stock by a corporation to its employees as a 
bonus constituted a disposition for a consideration equal to the mar- 
ket value when delivered, the court stated, as follows: 

But, as the delivery of the shares here constituted a disposition for a valid 
consideration, it resulted in a closed transaction with a consequent realized 
gain, It is of no relevance here that the taxpayer had not been legally obli- 
gated to award any shares or pay any additional compensation to the employees; 
bonus payments by corporations are recognized as proper even if there was no 
previous obligation to make them; although then not obligatory, they are re- 
garded as made for a sufiicient consideration. Since the bonuses would be in- 
valid to the extent that what was delivered to the employees exceeded what the 
services of the employees were worth, it follows that the consideration received 
by the taxpayer from the employees must be deemed to be equal at least to the 
value of the shares in 1986. Here then, as there was no gift but a disposition 
of shares for a valid consideration equal to at least the market value of the 
shares when delivered, there was taxable gain equal to the difference between 
the cost of the shares and that. market value. 
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As indicated in the cases referred to above, the courts recognize 
intangible benefit in connection ivith contributions of property for 
purposes of the Federal income tax, particularly where employers 
and employees are involved. It follows that those intangible bene, — 

fits, measured by the fair market value of the property contributed, 
represent "valuakile consideration" for purposes of the documentary 
st a. mp t. ax. 

In the instant case, the company received the. intangible benefit of 
improved employer-einployee relations when it set up the pension 
fund and contributed income-producing property to it. In addition, 
the company received the readily recognized economic benefit of hav- 
ing its capital contribution used to sust;iin the pe»sion fund, so that 
its future contributions to the fund would be minimized. It is as- 
sumed that a companv which sets up a self-sustaining employees' pen- 
sion fund receives its "inoney's worth" for its capital contnbution. 
Realistically, the company is receiving consideration measured by the 
value. of the property contributed. 

Accordingly, it, is held that the conveyance of real property in the 
instant case is a conveyance of realty "sold" within the meaning of 
section 4661 of the Code and the applicable regulations. Therefore, 
the conveyance is subject, to the docuinentary stamp tax imposed by 
that section of the Code. 

SUBCHAPTER D. — POLICIES ISSI. 'ED BY FOREIGN INSURERS 

SECTION 4671 — IMPOSITION OF TAX 
26 ( FR 4&. 4671 — 1: Imposition of tax on policies 

issued by foreign insurers; scope of tax. 

Whether, under the provisions of section 6501(a) of the Internal 
Revenue Code of 1054, as amended, documentary stamp taxes in- 
curred on transactions occuring before January 1. 1050, niay be 
assessed more than three years a~fter the taxes becanie due. See Rcv. 
Rul. 62 — 1'30, page 642. 

CHAPTER 36. — CERTAIN OTHER EXCISE TAXES 

SUBCHAPTER B. — OCCUPATIONAL TAX ON COIN-OPERATED DEVICES 

SECTION 4462. — DEFINITION OF COIN-OPERATED 
AMI'SEMENT OR GAMING Dl:VICE 

Rev. Rul. 62 — 135 26 CFR 45. 4462 — 1: Definition of coin-operated 
amusement or gaming device. 

For purposes of the occupational tax on coin-operated devices, 
a so-called "horos& ope machine" which by application of the elen&ent 
of chance may entitle the person playing the machine to receive 
a cash award if he has a horoscope card ivitli a winning number 
printed thereon is a coin-operated ganiing device within the meaning 
ol' par;&graph (-') of section 4462(a) oi the Internal Revenue Gode 
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of 19o4. Therefore, every person who maintains for use or permits 
the use of such a gaming device on any place or premises occupied 
by him is required by section 4461(a) of the Code to pay the 
special tax of $250 a year with respect to each gaming device. 

A. dvice has been requested whether the coin-operated machine de- 
scribed below is considered to be a gaming device for purposes of. the 
occupational tax on coin-operated devices. 

A person maintains a so-called "horoscope machine" at his place of 
business for use by his customers. When a coin is inserted in the 
inachine, the machine dispenses a small card on which is printed a 
horoscope reading for a particular date. The part, of the card on 
which the horoscope reading is printed has perforated edges. That 
portion of the card can be lifted to reveal a number printed under- 
neath. If the card has a certain number printed on it, the player 
receives a cash award from the person who maintains the "horoscope 
machine. " The amount of the cash award depends upon the number 
printed on the card. 

Section 4461 of the Internal Revenue Code of 1954 imposes a spe- 
cial tax to be paid by every person who maintains for use or permits 
the use of, on any place or premises occupied by him, a coin-operated 
amusement or gammg device. This tax is imposed at the rate of ten 
dollars a year in the case of a device defined in paragraph (1) of sec- 
tion 4462(a) and $250 a year in the case of a device defined in para- 
graph (2) of section 4462(a). 

As defined in paragraph (1) of section 4462(a) of the Code, the 
term "coin-operated amusement device" includes any machine which 
is an amusement machine operated by means of the insertion of a coin, 
token, or similar object, but not including any device defined in para- 
graph (2) of the subsection. As defined in paragraph (2) of that, 
subsection, a "coin-operated gaming device" includes any machine 
which is a so-called "slot" machine which operates by means of the 
insertion of a coin, token, or similar object and which, by application 
of the element of chance, may deliver, or entitle a person playing or 
operating the machine to receive, cash, premiums, merchandise, or 
tokens. 

Section 4462(b) of the Code provides that the term "coin-operated 
amusement or gaming device" does not include bona fide vending ma- 
chines in which are not incorporated gaming or amusement features. 

Generally, coin-operated horoscope or fortune telling machines, 
which dispense cards bearing printed matter predicting future actions, 
events, or personal characteristics and which do not have amusement 
or gaming features incorporated therein, are considered to be bona 
fide vending machines. Under the provisions of section 4462(b) of 
the Code, such machines are not, coin-operated amusement or gaming 
devices. 

IXowever, in the instant case, a gaming feature is present in the 
operation of the so-called "horoscope machine. " By application of 
the element of chance, a player operating the "horoscope machine" 
may be entitled to receive a cash award if he has a horoscope card 
with a winning number printed thereon. Since the number printed. 
on the card determines whether a player wins and also determines the 
amount of the cash award he is entitled to receive, it is the number, 
rather than the horoscope reading, which is significant to the player. 
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Revenue Ruling 56 — 309, C. B. 1956 — 2, 893, holds that a coin-operated 
machine which, upon the insertion of a coin, delivers a ticket that 
entitles the player to a prize if the poker hand symbols on the ticl-et 
constitute a winning hand, is. considered to be a coin-operated gaming 
device. In the instant, case, the operation of the machine is similar to 
the one described in Revenue Ruling 56 — 309, except that the subject 
machine deliveIS a card with a winning nunIber instead of « ticket, 
with playing card syinbols. 

In accordance with the foregoing, it is held that the so-called "horo- 
scope machine" described above is a coin-operated gaming device 
within the meaning of paragraph (2) of section 4462(a) of the Code. 
Therefore, every person who maintains for use or permits the use of 
such a gaming device on any place or premises occupied by him is 
required by section 4461(a) of the Code to pay the special tax of $250 
a year with respect to each g«ming device. 

Under the provisions of section 4462(a) (2) (B) of the Code, the 
same conclusion would apply to machines which are similar to the 
"horoscope machine" descrtbed above, but, which are operated without 
the inset&ion of «coin, token, or similar object. 

CHAPTER 37. — SUGAR, COCONUT AND PALM OIL 

SUBCHAPTER A. — SUGAR 

SECTION 4501. — IMPOSITIOV OF TAX 

26 CFR 46. 4501: Statutory provisions; T. D. 6611' 
imposition of tax. 

(A. iso Section 6412; 46. 6412 (d) . ) 
TITLI&'. 26 — INTERNAL REVENI'E, — CHAPTER I, SUBCHAPTER D, PART 46. — 

REGULATIONS RI& EATING To 5IISCELLANEOUS EXCISE TAXES PAYABLE BY 
RETURN 

Ainendn&ents to ex& i, e tax regulations relating to the tax on sugar. 
DEPARTXIENT OF THE TREASURY& 

OFFICE OF CO &IMISSIOVER OF IN'IUSRNAL REYEXI E, 
Tl aahington 8G, D. C. 

To Offtcei 6 and Eni ptoyeexof the Ititei a&it Rei enne 8& Price and Othe' 
Concerned. : 

In order to conform the Regulations Relating to Miscellaneous Ex- 
cise Taxes Payable by Return (26 CFR Part 46) to the appropriate 
sections of the Sugar Act Amenchnents of 1962 (76 Stat. 166) I'P. L. 
87 — 535, C. B. 1962 — 3, 65j, such regttlations are amended as follows: 

PARAGRAr&I 1. Section 46. 4501 is «mendetl by revising section 
4501(c), and the historic«l note, to read as follows: 

& 27 F. R. 6556. 
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$ 46. 4501 STATUTCRY PRovIRIUNs l IMPosITIQN 0F TAx. 
SEC. 4501. IMPOSITION OF TAK. 

(C) TERMINATIoN oF TAx. — No tax shall be imposed under this sub- 
chapter on the manufacture, use, or importation of sugar or articles 
composed in chief value of sugar after June 30, 1967. Notwithstanding 
the provisions of subsection (a) or (b), no tax shall be imposed under 
this subchapter with respect to unsold sugar held by a manufacturer 
on June 30, 1967, or with respect to sugar or articles composed in chief 
value of sugar held in customs custody or control on such date. 
[Sec. 4501 as amended by sec. 19, Act of May 29, 1956 (Pub. Larv 545, 
84th Cong. , 70 Stat. 221 [C. B. 1956 — 1, 887]); sec. 162(b), Excise Tax 
Technical Changes Act 1958 (72 Stat. 1306) [P. L. 85 — 859, C. B. 1958 — 3, 
92]; sec. 2, Act of July 6, 1960 (Pub. Law 86 — 592, 74 Stat. 330 [C. B. 
1960 — 2, 685]); sec. 2(a), Act of March 31, 1961 (Pub. Law 87 — 15, 75 
Stat. 40 [C. B. 1961 — 1, 855]); sec. 18(a), Sugar Act Amendments of 
1962 (76 Stat. 166) [P. L. 87-535, C. B. 1962-3, 65]] 

PAR. 2. Section 46. 6412(d) is amended by revising section 6412(d), 
and the historical note, to read as follows: 

$ 46. 6412(d) STATUToRY PRovIsIoNs; FLooR STocKs REFUNDs. 

SEC. 6412. FLOOR STOCKS REFUNDS. 
(d) SUoAR. — With respect to any sugar or articles composed in chief 

value of sugar upon which tax imposed under section 4501(b) has been 
paid and which, on June 30, 1967, are beld by the importer and intended 
for sale or other disposition, there shall be refunded (without interest) 
to such importer, subject to such regulations as may be prescribed by 
the Secretary or his delegate, an amount equal to the tax paid with re- 
spect to such sugar or articles composed in chief value of sugar, if claim 
for such refund is filed with the Secretary or his delegate on or before 
September 30, 1967. 
[Sec. 6412(d) as amended by sec. 19, Act of May 29, 1956 (Pub. Law 
545, 84th Cong. , 70 Stat. 221); sec. 162(a), Excise Tax Technical 
Changes Act'1958 (72 Stat. 1306); sec. 2, Act of July 6, 1960 (Pub. Law 
86 — 592, 74 Stat. 330); sec. 2(b), Act of March 31, 1961 (Pub. Law 
87-15, 75 Stat. 40); sec. 18(b), Sugar Act Amendments 1962 (76 Stat. 
166)] 

Because this Treasury decision makes only the necessary technical 
changes in the statutory provisions to reflect the amendments to the 
Internal Revenue Code contained in the Sugar Act Amendments of 
1062, it is hereby found unnecessary to issue this Treasury decision 
with notice and public procedure thereon under section 4(a) of the 
A. dministrative Procedure Act, approved, June 11, 1046, or subject to 
the efFective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
26 U. S. C. 7805). ) 

MORTIMER M. CAPLINr 
Commissioner. 

Approved September 20, 1062. 
STANLEY S. SURREY, 

4ssistant 8eeretary o f the Treasury. 

(Filed by the Division of the Federal Register on September 26, 1962, 8:49 a. m. , 
and published in the issue of the Federal Register for September 27, 1962, 
27 F. R. 9556) 
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CHAPTER 89. — REGULATORY TAXES 

SUBCHAPTER A. — NARCOTIC DRUGS AND MARIHUANA 

PART I. — NARCOTIC DRUGS 

Subpart A. — Tax on Opium, Isonipecaine, Opiates, and Coca Leaves 

SECTION 4702. — EXEMPTIONS 

REGULATloNS 5, 26 CFR 151. 211: AY]&en for»is T. D. 60 (Narcotics) 
not required. 

TITI. E 26 — INTL&RNAL REVENUE — CHAPTER I — INTERXAI, REVENUE SERVICE, 
I'AIIT 151. — RECULATORT TAXES ON NAI&&'OTIC DRI&GS 

Exceptions to use of or&ler forms 

Para&rrapli id) of (l 151. 211, Part 1, &1, Chapter I of the Code of 
Federal Regulations is amended to confoim to the provisions of 
$$ 1 &1. 4'&1 — 15&1. 428, desi«n;iti»&i. t&vo greiier;il classes of exempt narcotic 
preparations. sections 151. 4'&1 — 151. 428 &vere issued as a result of 
the an&endment of section 4&02 of the Internal Revemie Code of 10, &4 

by section 4(c) of the Narcotics KIanufacturing Act, of 1960 tPublic 
LaIV 86 — 4'&0, C. B. 1060 — 1, 780]. 

As amended, $ 151. 211(d) reads as folio&vs: 

$ 151. 211 WIIEN Foabts Nor REqUIREn. 
The use of order for&us i» not re&lnired- 

(d) For the sale, distribution, giving a&var. dispensing, or possession of ex- 
empt narcotic pharmaceutical preparationc designated as Cla;s "X" or Class "M" and listed in 7& 151. 428, providing the conditions of exemption set forth in 
$151. 424 and $ 151rr&, i are met. 

Because tliis amen&hnent. conforms b& 1;&1. 211(d) &vith the re&rulations 
in $ 151. 421 — 151 428, it. is hereby found that it is u»necessary to issue 
this Treasury Decision Ivith notice and public procedure thereon under 
section 4(a) of the Adi»inistrative Procedure Act, approved June 11, 
1046& or sul&ject to the. efFective date limitation of section 4 (c) of that 
Act. 

Effeeti1&e date. — This Treasury Decisio» sliall beco»ie e(Fective upon 
publication in the Feder;il Register. 
(26 U. S. C. 4702 as amended by sec. 4(c), Pub. La&v 86 — 429 &74 Stat. . is) [C. B. 
1960 — 1, 789]; sec. 17, Pub. Lavv 86-429 (74 Stat. 67) ) 

[ SEAL) HFNIIY I . GIORDANO& 

4eti!7&/ C07&77&21esio&le7' Of 1YQ'I'cotlca. 

Approved June 26, 1962. 
JAmES A. REED 

Aasiatai&t &4'eereta& I &&f the 
T redid &l l ' Jl. 

(Filed by the 1&ivision of the Federal Register on July 8, 1962, 8:49 a. m. , and 
published in the i»sue of the Federal Register for July 4, 1962, 27 F. R. 6828. ) 
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CHAPTER 52. — TOBACCO, CIGARS, CIGARETTES, AND 
CIGARETTE PAPERS AND TUBES 

SUBCHAPTER A. — DEFINITIONS; RATE AND PAYMENT OF TAX; EX- 
EMPTION FROM TAX; AND REFUND AND DRAWBACK OF TAX 

SECTION 5704. — EXEMPTION FROM TAX 
26 CFR 290. 198; Preparation. 

Preparation of Form 2149 regarding shipments to replace tobacco 
products lost, damaged, or destroyed in transit for exportation. See 
Rev. Proc. 62 — 22, page 480. 

SUBTITLE F. — PROCEDURE AND ADMINISTRATION 

CHAPTER 61. — INFORMATION AND RETURNS 

SUBCHAPTER A. — RETURNS AND RECORDS 

PART I. — RECORDS. STATEMENTS, AND SPECIAL RETURNS 

SECTION 0001. — NOTICE OR REGULATIONS REQUIRING 
RECORDS, STATEMENTS, AND SPECIAL RLTURNS 

26 CFR 1. 0001 — 1: Records. 

Reproduction of certain Federal tax return forms and schedules, 
See Rev. Proc. 02 — 20, page 492. 

PART II, — TAX RETURNS OR STATEMENTS 

Subnart A. — General Requirement 

SECTION 6011. — GENERAL REQUIREMENT OF RETURN, 
STATEMENT OR LIST 

26 CFR 1. 6011 — 1: General requirement of return, 
statement, or list. 

Reproduction of certain Federal tax return forms and schedules, 
See Rev. Proc. 62 — 26, page 492. 

20 CFR 81. 0011(a)-1: Returns under Federal 
Insurance Contributions Act. 

Substitutes for Form 941c, Statement to Correct, Information Previ- 
ously Reported Under the Federal Insurance Contributions Act„See 
Rev. Proc. 02 — 85, page M5. 
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26 CFR 81. 6011 (b) — 1: Employers' identification numbers. 

Application for identification numbers by employers who pay v ages 
subject. to taxes imposed by the Federal Insurance Contributions Act 
and who are subject, to income (ax ivithholding. See T. D. 6606, 
page 811. 

Subpart C. — Estate and Gift Tax Returns 

SECTION 6018. — ESTATE TAX RETURNS 

26 CFR 20. 6018 — 1: Returns. 

Reproduction of certain Isederal tax return forms and schedules. 
See Rev. Proc. ()2 — 2(), page 402. 

SECTION 6019. — GIFT TA. X RETURNS 

26 CFR 25. 6010 — 1: Persons required to file returns. 

Reproduction of certain Federal tax return forms and schedules. 
See Rev. Proc. 62 — 26, page 4!)2. 

PART IH. — INFORMATION RETURNS 

Subpart A. — Information Concerning Persons Subject to Special Provisions 

SECTION 6088. — INFORMATION WITH RESPECT TO 
CERTAIN FOREIGN CORPORATIONS 

26 CFR 1. 6088: Statiitory provisIons; T. D. 6621' 
information with respect to certain 
foreign corporations. 

(Also Section 818, 1. 818. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART I, — IN- 

COME TAX; TAXABLE YEARS BEGINNING AF'j. 'ER DECEMBER 31, 1063 
Amendment of the Inconie Tax Regulations to reQect the an&end- 

ments made by section 20 (a) and (d) of the Revenue Act of 1962 
(relating to information with respect to certain foreign entities). 

DEPARTMENT OF THE TREASURY& 
OFFICE OF COMMISSIONER OF INTERNAL REVKN'UK) 

U'asht'ngton 88, D. C. 
To Off'teers and Employees o j the Intei na/ Revenue 8ervt'ee atid Others 

Oon, cerned: 
On October 80, 1062, notice of proposed ruleniaking with respect to 

the amendment of the Income Tax Regulations (26 (, "FR Part 1) un- 
der sections 818 and 6088 of the Internal Revenue Code of 1054 was 

s The publication of this Treasury Decision in 27 F. R. 11377, dated December 1, 1962, 
contains (1) instructions for modifying the notice of proposed rulemaking published in 
27 F. R. 10044, dated October 30, 1062, and (2) the full context of the regulations with 
such modifications. As here published, the Treasury Decision refiects the context of such 
regulations with modifications. The individual inctructions have been omitted. 
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published in the Federal Register (o7 F. R. 10544). After considera- 
tion of all such relevant matter as was presented by interested persons 
regarding the rules proposed, the following amendment of the regula- 
tions is hereby adopted: 

PARAoltAPPI 1. Section 1. 818 is amended by revising section 818(b) 
(5) and (6), by adding section 818(b) (7), and by revising the histori- 
cal note. These revised and added provisions read as follows: 

I& 1. 318 STATUToRY PRovIsIoNs; CGNsTIIUGTIvE OWNERsHIP oF STOOK. 

SEC. 318. CONSTRUCTIVE OWNERSHIP OF STOCK. 
(a) GENERAL RULE. 
(b) CROSS REFERENCES. 

(5) Section 382(a) (3) (relating to special limitations on net 
opera ting loss carryovers ); 

(6) Section 85&6(d) (relating to definition of rents from real 
property in the case of real estate investment trusts); and 

(7) Section 6038(d) (1) (relating to information with respect to 
certain foreign corporations). 

[Sec. 318 as ainended by sec. 10(h), Act of Sept. 14, 1060 (Pub. Law 86— 
770, 74 Stat. 1000) [C. B. 1060 — 2, 700], and sec. 20(d), Revenue Act 1062 
(I'ub. Laiv 87 — 834, 76 Stat. 060) [C. B. 1062 — 3, 111] ] 

PAR. 2. Section 1. 818 — 1 is amended k&y revising suk&paragraphs (5) 
and (6) of paragraph (a), by adding a new subparagraph (7) to para- 
graph (a), by revising subparagraphs (8) and (4) of paragraph (b), 
and by adding a neiv subparagraph (5) to paragraph (b). These re- 
vised and added provisions read as follows: 

$ 1. 318 — 1 CDNsTRUGTIvE OwNERsIIIP oF STocK; INTRDDUGTIQN. — (a) 
(5&) Section 382(a) (3) (relating to special limitations on net operating loss 

carryovers); 
(6) Section 850(d) (relating to definition of rents from real property in the 

case of ical estate investment trusts); and 
(7) Section 6038(d) (1) (relating to information xvith respect to certain for- 

eign corporations). 

(b) v 

(3) In determining the 50-percent requirement of section 318(a) (2) (C) all of 
the stock owned actually and. constructively by the person concerned shall be 
aggregated; 

(4) Under section 856(d ) (relating to rents received by a real estate invest- 
ment trust) "10 percent" shall be substituted for "50 percent" in subparagraph 
(C) of section 318(a) (2) in determining actual and constructive ov nership of 
stock, assets, or net profits; and 

(5) Uniler section 6038(d) (1) (relating to information with respect to certain 
foreign corporations)— 

(i) The second sentence of subparagraphs (A) and (B), and clause (ii) of 
subparagraph (C), of section 318(a) (2) shall not be applied so as to co~sider a 
United States person as owning stock»hich is owned by a person who is not a 
United States person, and 

(ii) In applying clause (i) of subparagraph (C) of section 318(a) (2), the 
phrase "10 percent" shall be substituted for the phrase "50 percent" used in sub- 
p;iragraph (C). 

PAR. k]. Section 1. 60&&8 and the historical note at the end thereof are 
amended to rea«l as follows: 

$ 1. 6038 STATUToRY PRovIsIoNs; INFORMATION WITH REsPEcT To CERTAIN 
FOREIGN Coi&PORATIONS. 

Sil C. 6038. INFORMATION WITH RESPECT TO CERTAIN FOR- 
EIGN CORPORATIONS. 

(a) REQUIRENIElvT. — 
(1) IN GENFRAI. . — Every Uiiited States person shall furnish, with 

respect to any foreign corporation whi«h such person controls 
(within the meaning of subsection (d) (I) ), such information as 
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the Secretary or his delegate niay prescribe by regulations relating 
to— 

(A) The uanie, the priucipal place of business, and the nature 
of business of such foreign corporation, and the country umler 
uql&&se la&vs incorpol'ated; 

(B) The accumulated profits (as defined in section 902(c) ) 
of sucli foreign corporation, including the items of income 
(whether or not included in gross income under chapter 1), 
deductions (whether or not allo&ved in computiug taxable in- 
conie under chapter 1), and any other items taken into account 
in couiputing such acciuuulated profits; 

(U) A balance sheet for such foreign corporation listing 
assets, liabilities, and ciipital; 

(D) Transactions betiveen such foreign corporation and— 
(I) Such per. «in, 
(ii) Anv other corporation which such person controls. 

and 
(iii) Any Uiiited States person owuing, at the tinie the 

transaction takesplace, 10 percent or inore of the value of 
anv «h)ss of sto& k outstanding of such foreign corporation; 
a 11 0 

(E) A description of the various classes of stock outstan&iing. 
and a list shoiving the nanie and address of, and uuuiber of 
shares held by, each United States persou who is a sliareholder 
&if record owning at any tiuie durin ~ the aunual accounting 
period 5 percent or more in value of any class of stock out- 
stau&ling of such foreign corporation. 

The Secretary or his delegate niay also require the furnishing of 
any other inforniation which is similar or related iu nature to that 
speci(i«&l in the preceding senten&. e. 

(2) PERI0D F0R &vHIcH INFoRIIATIo i Is To BE FURNIsHED, ETc. — 
The inforiuation required uuder paragraph (1) shall be furnished 
for the annual accounting period of the foreign corporation ending 
with or within the l. 'uited States person's taxable rear. The in- 
formation so required shall be furnished at such time and in such 
manner as the Secretary or his delegate shall by regulations pre- 
scribe. 

(3) LIMITATION. — Xo inforuiation shall be required to be fur- 
nished under this subsection ivith respect to any foreign corpora- 
tion for any anuual accounting period unless such iuformation ivas 
required to be furnished under regulations in effect on the first day 
of such annual accounting period. 

(b) EFFECT OF FAiLURE To Fi. )&NISH INFORIIATION, — 
(1) IN oENFRAI. . — If a United States person fails to furnish, within 

the time prescribed under paragraph (2) of subsection (a), any 
information ivith respect to any foreign corporation required under 
paragraph (1) of subsection &'a), then— 

(A) In applying section 901 (relating to taxes of foreign 
countries and possessions of the United States) to such United 
States person for the taxable vear, the a»iount of taxes (other 
th;in tax«s reduced under subparagraph (B) ) paid or deemed 
paid (other than those deeuied paid under section 904(d) ) to 
any foreign country or possession of the United States for the 
taxable year shall be reduced by 10 percent, and 

(B) In applying sections 902 (relating to foreign tax credit 
for corporate stoclrholder in foreign corporation) and 960 (re- 
lating to special rules for foreign tax credit) to any such 
United St&&tee person ivhich is a corporation (or to aIly persoii 
who acquires froni any other persou auy portion of the interest 
of such other person in any such foreign corporation, but onlv 
to the extent of such portion) for any taxable year, the amount 
of taxes paid or deeuied paid by each foreign corporation with 
respect to ivhi&h such persou is required to furnish informa- 
tion during the annual accountiug period or periods ivith re- 
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sl&e&. t to which such information is required umler paragraph 
&2) &&f subsection (a) shall be reduced by10percent. 

If such failure continues 00 days or more after notice by the Secre- 
tary or his delegate to the I;nited States person, then the amount 
of the reduction under this paragraph shall be 10 percent plus an 
additional 5 1&crcent for each 3-nionth period, or fraction thereof, 
during &vhich such failure to furnish infori»ation continues iifter 
the exi&iration of such 00-day period. 

(2) LIMITATIoiv. — The amount of the reduction under paragraph 
(1) for each failure to furnish inforniation ivith respect to a foreign 
&orporation re&piired under subsection (a) (1) shall not exceed 
Ivhichever of the folloiving auiounts is the greater: 

& A) $10, 000, or 
(B) The inconie of the foreign corporation for its annual 

a«on»ting period with respect to ivhich the failure occurs. 
(3) SPECIAL RHLES. — 

&A) Xo taxes shall be reduced under this subsection niore 
th;in on& c for the sanie failure. 

(B) For purposes of this subsection, the tiine prescribed under 
paragraph &2) of subsection (a) to furnish information (and 
the beginning of the 00-day period after notice bv the Secre- 
tary) shall be treated as being not earlier than the last day on 
which (as shoivn to the satisfaction of the Secretary or his 
delegate) reasonable cause existed for failure to furnish such 
inforniation. 

(C) In applying subsections (a) and (b) of section 002, 
and in applying subsection (a) of, ection 960, the reduction pro- 
vided bv this subsection shall not apply for purposes of deter- 
niining the amount of accuniulaied profits in excess of inconie, 
ivar profits, and excess profits taxes. 

(c) Two oR MoRE PERsoixs REq&, IRED To FLRRIsiI I&IFoRMATIolv 1VITH 
REsPEcT To SAME k oREIcv CORPoRATIox. — 1Vhere, but for this subsection, 
two or niore I. nited States persons ivould be required to furnish infornm- 
tion under subsection (a) with respect to the same foreign corporation 
for the same period, the Secretary or hi, delegate may bv regulations 
provide that su«h inforniation shall be required only from one person. 
To the extent pra& ti& able. the deterniinatioii of ivhich person shall fur- 
nish the information shall be niade on the basis of actual ownership 
of stock. 

(d) DEFIVITIoxs. — For purposes of this section— 
(1) CoxTRoI. . — A person is in control of a corporation if such per- 

son oivns stock possessin more than &0 percent of the total com- 
bined v&&ting poiver of all classes of stock eutitled to vote, or more 
than 50 percent of the tota) value of shares of all classes of stock, 
of a corporation. If a person is in control (within the meaning of 
the pre&eding sentence) of a corporation ivhich in turu oivus more 
than 50 percent of the total combiiied votiug poiver of all classes of 
stock entitled to vote of another corporation, or oivns more than 
50 percent of the total value of the shares of all classes of stock of 
another corporation, then such person shall be treated as in control 
of such other corporation. F&&r purposes of this paragraph, the rules 
prescribed by section 318(a) for determining ownership of stock 
shall apply; except that— 

( Y) The se&oml se»teii& e of subparagraphs (A) an(1 & B), an&1 
clause (ii) of subparagraph (C), of section 318(a) (2) shall 
n&&t be applied so:is to consider. a 1 nited States person as oivn- 
ing stock Ivhich is owned bv a person who is not a I;nited States 
per~&&n, and 

&B) In applying & la»se (i) of subparagraph (C) of sectioii 
318(a) (2), the phrase "10 percent" shall be substituted for 
the phrase ", &01&er&ent' used in sub)&aragraph (C). 

(2) AT&VI AI. Accouv"iixc PERIO». — The annual accountiug period 
of a foreign corporatiou is the annual period on the basis of ivhich 

SI4O &4' — SS RO 
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such corporation regularly computes its income in keeping its 
books, 

(e) CRoss REFERENcEs. — 
(1) For provisions relating to penalties for violations of this sec- 

tion, see section 7203. 
(2) For definition of the term "United States person", see sec- 

tion 7701(a) (30). 
[Sec. 6038 as added by sec. 6, Act of Sept. 14, 1960 (Pub. I. aw 86 — 780, 
74 Stat. 1014) [C. B. 1960 — 2, 720] and amended by sec. 20(a), Rev. Act 
1962 (Pub. Law 87 — 834, 76 Stat. 960) [C. B. 1962 — 3, 111]] 

PAR. 4. I ara& raph (a) of $ 1. 6088 — 1 is amended to read as follows: 
&) 1. 6038 — 1 INFORMATION RETURNS REQUIRED OI' DOMESTIC CORPORATIONS V;ITII 

RESPECT To ANNUAL ACCOUNTING PERIODS OF CERTAIN FOREIGN CORPORATIONS 

BEGINNING BEFQRE JANUARY 1, 1963. — (a ) Requirement of return. — For taxable 
years beginning after December 31, 1960, every don&cstic corporation shall make 
a separate annual information return on Form 2952, in duplicate, with respect 
to each foreign corporation which it controls, as define in paragraph (b) of this 
section, and with respect to each foreign subsidiary, as defined in paragraph 
(c) of this section, for each annual accounting period (described in paragraph 
(d) of this section) of each such controlled foreign corporation or foreign sub- 
sidiary beginning after Decen&ber 31, 1960, and before January 1, 1963. Such 
infornm(ion shall not be required to be furnished, however, with respect to a 
corporation define in section 1504(d) of the Code which makes a consolidated 
return for the taxable year. For annual accounting periods beginning after 
December 31, 1962, see I) 1. 6038 — 2. 

PAR. 5. Section 1. 60, ']8 — o is added after $ 1. 6088 — 1 and reads as 
follows: 

$ 1. 6038 — 2 INFORMATION RETURNS REQUIRED OF UNITED STATES PERSONS WITII 
REBPEcT To ANNUAL AccoUNTING PERIoDs oF CERTAIN FOREIGN CGRPGRA. TIONs 
BEGINNLNG AFTER DEOEMRER 31, 1962. — (a) Requirenient of return. — Every 
United States person shall n&ake a separate aunual information return on Form 
2952, in duplicate, with respect to each annual accounting period (described 
in paragraph (e) of this section) beginning after December 31, 1962, of each 
foreign corporation which that person controls, as defined in paragraph (b) of 
this section, for an uninterrupted period of 30 days or more during such annual 
accounting period. Such information shall not be required to be furnished, how- 
ever, with respect to a corporation defined in section 1504(d) of the Code which 
makes a consolidated return for the taxable year. 

(b) Control. — A person shall be deemed to be in control of a foreign corpora- 
tion if at any time during that person's taxable year it owns stock possessing 
Inore than 50 percent of the total combined voting power of all classes of stock 
entitled to vote, or more than 50 percent of the total value of shares of all classes 
of stock of the foreign corporation. A person in control of a corporation which, 
in turn, owns n&orc than 50 perceni. of the combined voting power, or of the value, 
of:&ll classes of stock of another corporation is also treated as being in control 
of such other corporation. The provisions of this paragraph may be illustrated 
by the following example: 

BJ, ample. Corporation A owns 51 percent of the voting stock in Corporation B. 
Corporation B owns 51 percent of the voting' stock in Corporation C. Corpora- 
tion C in turn owns 51 percent of the voting stock in Corporation D. Corporation 
D is controlled by Corporation A. 

(c) Attributios rsle8. — For the purpose of determining control of domestic 
or foreign corporations the constructive ownership rules of section 318(a) shall 
apply, except that: 

(1) Stock owned by or for a partner or a beneficiary of an estate or trust 
shall not be considered owned by the partnership, estate, or trust when the 
effect is to consider a United States person as owning stock owned by a 
person who is not a United States person; 

(2) A corporation will not be considered as owning stock owned by or for 
a 50 perceut or &nore shareholder when the effect is to consider a United 
St;&tes person as owning stock owned by a person who is not a United 
States person; and 
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(3) If 10. percent. or more in value of the stock in a corporation i. &uvncd, 
directly or indirectly, by or for any person, subparagraph (C) (i) of section 
318(a) & 2) shall apply. 

The constructive oivnersliip rules of s«. tioii 318(a) alqily only for purposes of 
detern&ining «&ntrol as deiined in para raph (b) of this section. 

(d) U»it«l St«t&'s pcrso&i. — For the definitio of 1»ited States person, see 
section 1701&;i) &30) of the Co&le an&1 the regulations thereunder. 

(e) Pc& iod co&:&& & d I&y r& to»&. — The inf&&ra&ation required under paragraphs 
(f) and (g) of this section with respect to a foreigu corporation shall be fur- 
nished for the annual accounting period of the foreigu corporation ending with 
or withiii the I. uited Sl. ates person's t;ixable . &ear. I&'or purposes of this seci. ion, 
the aniuial ac&. oimting p&ri&&d of a foreign corporation is the annual period on the 
basis of ivhi&. h that corporation regularly coniputes its iucome in keeping its 
books. The tenn 'aunual accounting period" niay refer to a period of less thau 
one vear, ivhere, for example, the foreign income, ivar pro(its, an&1 excess profits 
tax& s are deteinuined ou tlie basis of an ac&ounting period of less than one year 
as described in section ', )02(c) (2). If niore th:in one annual accounting period 
ends witli or within the United States person's taxable year, separate annual 
information returns shall be submitted for each annual accounting period. 

(f) (. "o»t&»ts of rota& u. — The return on Form 20&2 shall contain the following 
information ivith respect to ea& h foreign corporation: 

(1) The naiu&, addr&s, iind emplover identification nuinber, if any, of the 
corporation; 

(2) The principal place &&f business of the corporation; 
(3) Tlie date of iiic&&rl&oration aud the country under whose laws incorporated; 
(4) The name a»d address of the foreign corporation's statutory or resident 

agent in the country of incorporation; 
(5) The nanie, address, aud identifying uuiuber of any branch ofhce or agent 

of the foreigu corporation located in the United Htates; 
(8) The name, address, and identifying uumber, if any, of the persou (or 

persons) having custody of the books of account, and records of the foreign 
corporation, aud the location of sucli books and records if different from such 
address; 

(I ) The Ilatul'e of tlie corporiitioii's business Mid tlie priiicipal places vvllei'e 
conducted; 

(8) As regards the outstanding stock of the corporation- 
(i) A. description &&f each class of the corporation's stock, and 
(ii) The number of shares of each class outstanding at the beginning 

and end of the annual accountiug period; 
(0) A list showing the name, address, and identifyiug number of, and the 

number of shares of each class of the corporation's stock held by, eacli I'uited 
States person who is a shareholder oivning at any time during the annual account- 
ing period 5 percent or more in value of anv class of the corporation's outstanding 
stock; 

(10) I'or the annual accountiug period, the amount of the corporation s: 
(i) (. 'urrent earnings and profits; 
(ii) Foreign income, war profits, and ex&. ess profits taxes paid or accured; 
(iii) Distributions out of current earniugs and profits for the period; 
(iv) Distributions other than those described iii subdivision (iii) of this 

subparagraph and the source thereof. 
(11) A suminary showing the total aniount of each of the folloiving types of 

transactious of the corporation, ivhi«h took place duriug the annual a&couiiiiug 
period, ivith the person required to file this returu, anv other corporation con- 
trolled by that persou, or auy United States»ersou oivning at the time of the 
transaction 10 percent or more in value of any class of sto& k outstandiug of the 
foreign corporation, or of any corporation controlling that foreign corporation: 

(i) Sales and pur& bases of stock in trade, except in the ordinary course of 
business ivhere neither party to the transaction is a 1 nitcd States person; 

(ii) Purchases of tan ihle property other than stocl' iu trade, except 
where neither party to the transa& tion is a I. 'uited States person; 

(iii) Sales and purchases of patents, inveiitions, models, or desigus 
(whether or uot pat&nted), copyrights, trademarks, se& ret foruiulas or proc- 

ess& a, or any other siniilar propertv rights; 
(iv) Uompcnsatiou paid aud compensation received for the rendition of 

technical, managerial, engiucering, construction, scientific, or like services; 
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(v) Commissions paid and commissions received; 
(vi) Rents and royalties paid and rents and royalties received; 
(vii) Amounts loaned and amounts borrowed (other than open accounts 

which arise and are collected in the ordinary course of business); 
(viii) Dividends paid and dividends received; 
(ix) Interest paid and interest received; 
(x) Premiums received for insurance or reinsurance. 

If the United States person is a bank, as defined in section 581, or is controlled 
within the meaning of section 368(c) by a bank, the term "transactions" shall 

not, as to a corporation with respect to which a return is filed, include banking 
i, ransactions entered into on behalf of customers; in any event, however, deposits 
in accounts betsveen a foreign corporation, controlled (within the meaning of 
paragraph (b) of this section) by a United States person, and a person described 
in this subparagraph and withdravvals from such accounts shall be summarized 
by reporting end-of-month balances. 

(g) Financial statements. — The following information with respect to the for- 
eign corporation shall be attached to and filed as part of the return required by 
this section: 

(1) A statement of the corporal. ion's profit and loss for the annual account- 
ing period; 

(2) A balance sheet as of the end of the annual accounting period of the 
corporation showing- 

(i) The corporation's assets, 
(ii) The corporation's liabilities, 
(iii) The corporation's net worth; 

(3) An analysis of changes in the corporation's surplus a«. ounts dur- 
ing the annual accounting period including both opening and closing 
balances. 

The statements listed in subparagraphs (1), (2), and (3) of this paragraph shall 
be prepared in conformity svith generally accepted accounting principles, and 
in such form and detail as is custotnary for the corporation's accounting records. 

(h) llfethod, of reporting. — Ail amounts furnished under paragraphs (f) and 
(g) of this section shall be expressed in United States currency with a statement 
of the exchange rates used. All statements submitted on or with the return 
required under this section shall be rendered in the English language. 

(i) Time and place for filing retur~, . — Returns on Form 2052 required under 
paragraph (a) of this section shal! be filed with the United States person' s 
income tax return on or before the date required by law for the filing of that 
person's income tax return. 

(j) Eatension of time for filing. — District directors are authorized to grant 
reasonable extensions of time for filing returns on I& orm 2052 in accordance with 
the applicable provisions of $ 1. 6081 — 1 of this chapter. An application for an 
extension of time for filing a return of income shall also be considered as an 
application for an extension of time for filing returns on Form 2052. 

(k) Ttco or more persons required to submit the same information. — (1) 
Iteturn jointly made. — If two or more persons are required to furnish information 
with respect to the same foreign corporation for the same period, such persons 
may, in lieu of making separate returns, jointly make one return. Such joint 
return shall be filed with the income tax return of any one of the persons making 
such joint return. 

(2) Persons excepted from furnishing information. — Any person required to 
furnish information under this section with respect to a foreign corporation need 
not furnish that information provided all of the following conditions are met: 

(i) Such person does not directly own an interest in the foreign 
corporation; 

(ii) Such person is required to furnish the information solely by reason 
of attribution of stock ownership from a United States person under para- 
graph (c) of this section; 

(iii) The person from whom the stock ownership is attributed furnishes 
all of the information required under this section of the person to whom the 
stock ownership is attributed. 

The rule of this subparagraph may be illustrated by the following examples: 
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Era»&pie (f ). A, a I;niter St;&tes person (as defined iusection 7701(a) (30) ), 
owns 100 percent of the st»ck of M, a domestic corporation. A also oivns 100 
percent of the stock of N, a foreign corporation. A, in filing the inforniation 
return required by this section with respect to N Corporation, in fact furnishes 
all of the inforuiation required of (I Corporation ivith respe&. t to N Corporatinu. . '&&I Corporation need not file the inforuiation. 

Eza&»pie (2). X, a don&cetic corporati&&u, nivus 100 per&eat of the stnrk of Y, 
a doniestic corporation. Y Corporation owns 100 percent of the stock of Z, a for- 
eign corporation. X Corporation is not excused by this subparagraph from 
filing inforuiation with respect to Z Corporation because X Corporation is 
deeiued to control Z Corpori&tion under the provisions of paragraph (1&) of this 
section ivithout recourse tn the attribution rul&s in 1&aragr;&ph (c). 

(3) &4'tnt&»&&»l »& rl»i&cd. — Any I. nited St iten person required to furnish 
information uruler thi. section rvith his return ivho does not do so k&y reas»n of 
the provisi»ns of subparagrapli (1) or (2) of this paragraph shall file a state- 
meut with his return imlicating that such liability has been (or, in the case of a 
joint returu made under subpar» raph (1) of this paragraph, will be) satisfie&1 
and identifying the return wit)& which the inforniation ivan or will be file&1 and 
the phi& e of filing. 

(1) Eaid&r&c to f&&&nisi& i»fo»»ation. — (1) Effect o» fo&ci0&r tax c&cd(t. — (i) 
Failure of a I. 'nited States person to furuish. in accordance ivith the provisions 
of this section. any return or a»y inf»ririation in any return. required to be filed 
for a taxable vear under authority of section 0038 on or before the date pre- 
scribed in paragraph (i) of this section (deteruiiued ivith regard to any exten- 
sion of tiuie for su«h filing) shall aft'ect the applicatiou of section 901 as provided 
in subparagraph (2) of this paragraph and shall affect the applicatioii of sec- 
tions 90'»:nd &000 as provided in subparagraph (3) of this paragraph. Such 
failure shall affect the application of sections 90" and 900 to any such I. 'nited 
States person which is a corporation or to aiiy person ivho acquires from any 
other»ersnu any portion (but onlv to the & xtent of such portion) of the interest 
of su& h other persou in auy such foreign corporation. 

(ii) lyhere;i 1'nited States persou, having filed the return required bv this 
section except f»r au oniission of, or error with respect to, some of the iufr&rma- 
tion referred to in paragraphs (f) aud (g) of tliis section, establishes to the 
satisfaction of the Con&missioner that su& h omission or error ivas inadverteut or 
for reasonable cause and that such persnn has substantially complied with this 
se& tinn. such on&is»ion or error shall not constitute a failure under this section. 

(2) . 4)&pli&r&tir&» of sertio» 901. — In the applicatiou of section 901 to a 1 nited 
States person referred to in subdivision (i) of subparagraph (1) of this para- 
graph, the aiuount of taxes paid or deem»&1 paid by . u& h person for any taxable 
year, &vith or ivithin &vhirh the annual accountin period of a foreign corpnra- 
tion for vvhich such pei, »u failed to furnish inforuiatiou required un&ler this 
section ended, shall be reduced by 10 per&ent. IIoivever, no tax reduced under 
subparagraph (3) of tliis paragraph»r deenied la&i&1 uuder section &004(&k) sh;&11 
be reduce&1 under the provisions of this subparagraph. 

(3) . ~l&i&licutir&» nf ser tinns 902 und 900. — Iu the application of sections 902 
arul 900 to a I. nited States person referred to in subdivision (i) of subparagraph 
(1) of this paragraph for auy t&ixable vear, the »i»cunt of taxes paid or deemed 
paid by ea& h foreign corporation for the accounting period or periods for &vhich 
sucli person ivas required for the taxable year of the failure to furnish inforuia- 
tiou under this sectioii shall be redu& ed by 10 k&er& ent. The 10-percent redu& tion 
is not liinited to the taxes paid or deemed paid bv tire foreign corporation ivith 
respect to &vhich there is a failure to file inforniation but shall apply to the taxes 
paid or deemed paid by all forei'n corporations rontrolIed by that person. In 
applyin subsections (a) and (b) of se&tion 90", an&1 iu applying subsectiou (a) 
of section 900, the reduction provided by this paragraph shall not apply for pur- 
poses of deteruiining the amount of accumulated profits in excess of income, war 
profits, anrl excess profits taxes. 

(4) Rcd»etio&r for conti»acd fail»&. &. — (i) If the f»ilure referred to in subdi- 
vi. iou (i) of subparagraph (1) of this paragraph contiuues for 90 davs or more 
after d;ite of ivritten notice by the district director to surh Unite&1 States person, 
then the aruount of the reduction referred to in subpara "raplis (2) and (3) of 
this para "raph sh &ll be 10 percent plus an a&lditional 5 percent for each 3-inonth 
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34, 000 
45, 000 

34, 006 
45, 000 

period, or fraction thereof, during which suc'h failure continues after the expira- 
tion of such 90-day period. 

(ii) No taxes shall be reduced under this paragraph more than once for the 
sanie failure. Taxes paid by a foreign corporation when once reduced for a 
failure shall not be reduced again for the same failure in their status as taxes 
deemed paid by a corporate shareholder. Where a failure continues, each 
additional periodic 0-percent reduction, referred to in subdivision (i) of this 
subparagraph, shall be considered as part of the oue reduction. 

(iii) The effects of section G038(b) and of this paragraph on the computation 
of foreign tax credit under section 902(a) of the Code and, where applicable, on 

the computation of the amount equal to taxes deemed paid which is includible 
in gross income under section 78 of the Code, may be illustrated by the following 
examples: 

Example (1). M, a domestic corporation, owns 100 percent of the stock of N, 
a foreign corporation which is a less developed country corporation within the 
meaning of section 902(d) of the Code. Both M and N use the calendar year 
as a taxable year and all of the following events occur after January 1, 1965. 
The dividend from N Corporation is the only dividend from a foreign corpora- 
tion received by M Corporation during the taxable year. 

(a) Gains, profits, and income of N Corporation, $100, 000 
(b) Foreign tax paid with respect to such gains, profits, and income 

by N Corporation. 40, 000 
(c) Reduction of foreign tax paid by N Corporation resulting from 

M Corporation's failure to file information with respect to N Corpora- 
tion as required under section 6038(a): 90-day failure to file, 10-per- 
cent reduction; additional 3 months failure to file, 5-percent reduction; 
total reduction, 15 percent. ($40, 000 times 15 percent) 6, 000 

(d). Foreign tax paid by N Corporation after section 6038(b) (1) (B) 
reduction. 

(e) Dividend paid by N Corporation to M Corporation. 
(f) Accumulated profits of N Corporation as defined in section 902 

(c) (1) (B) (determined without regard to the section 6038(a) (1) (B) 
reduction ) . 60, 000 

(g) M Corporation is deemed to have paid the same proportion of 
foreign taxes paid (reduced as provided under section 6038(b) ) on or 
with respect to the accumulated profits (determined without regard to 
the reductio~ provided under section 6038(b) as the amount of divi- 
dends bears to the amount of such accumulated profits. 15, 300 

60 000 45 000 
100, 000 60 000 

The above example illustrates that the reduction in foreign taxes paid by the 
foreign corporation provided under section G038(b) and this paragraph are not 
taken into account in computing accumulated profits for purposes of determin- 
ing the imount of foreign taxes deemed paid with respect to a particular dividend. 

Example (3). The facts are the same as in example (1) except that N Cor- 
poration is not a less developed country corporation within the meaning of sec- 
tion 902(d) of the Code. 

(a) Gains, profits, and income of N Corporation. $100, 000 
(b) Foreign tax paid by N Corporation with respect to such gains, 

profits, and income. 40, 000 
(c) Reduction of foreign tax paid by N Corporation resulting from M 

Corporation's failure to file information with respect to N Corporation 
as required under section 6038(a): 90-day failure to file, 10-percent 
reduction; additional 3 months failure to file, 5-percent reduction; 
total reduction, 15 percent. ($40, 000 times 15 percent) 6, 000 

(d) Foreign tax paid by N Corporation after section 6038(b) (1) (B) 
reduction. 

(e) Dividend paid by N Corporation to M Corporation 
(f) Accumulated profits of N Corporation as defined in section 902 

(c) (1) (A) (determined without regard to the section 6038(b) (1) (B) 
reduction). 100, 000 
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(g) Accumulated profits of N Corporation as des«ribed in section 002 
(a) (1) (determined without regard to the section 6038(b) (1) (B) 
redu&. tion ) . 

(h) M Corporation is deemed to have paid the same proportion of 
foreign taxes paid (reduced as provided under section 6038(b) ) with 
respect to the accun&ulated profits (determined without regard to the 
reduction provided under section 6038(b) ) as a&nount of the dividend 
(determined without regard to se&. tion 78) bears to su«h a&uount of 
accumulated profits. 

X 34, 000 
4, "u 000 
60, 000 

60, 000 

25, 500 

M Corporation must include $25, 500 in gross income as a dividend uuder the 
provisions of section 78 of the Code. The above example illustrates that the 
redu& tious in foreign taxes paid by the foreign corporation provided under section 
6038(b) are taken into accouut in determining the amount included in gross 
income of the domestic & orporation as foreign taxes deemed paid under section 
78 of the Co&le but such reductions are not taken into account in computing 
accu&nulated profits for purposes of determining the amount of foreign taxes 
deen&ed paid with respect to a particular divideml. 

(5) Limit«tion, on red«&:lion. — The amount of the reduction under this para- 
graph for each failure to furnish information with respect to a foreign corpora- 
tion as required under this section shall not exceed the greater of: 

(i) $10, 000, or 
(ii) The income of the foreign corporation for its annual accountiug period 

with respect to which the failure occurs. 
For purposes of this section if a person is required to furnish information with 
respect to &nore than one foreign corporation, controlled (within the meaning of 
paragraph (b) of this section) by that person, each failure to submit information 
for each such corporation constitutes a separate failure. 

(6) Rcaso«able cause. — For purposes of subsection (b) of section 6038 aud 
this section, the time prescribed for furnishing information under this paragraph, 
and the beginning of the 00-day period after notice by the district director, shall 
be treated as being not earlier than the last day on which (as shown to the satis- 
faction of the district director) reasonable cause existed for failure to furnish 
such information. 

(7) A person, who mishes to avoid the reductions provided in subparagraphs 
(2), (3), and (4) of this paragraph for failure to furnish information in ac- 
cordance with this section, must &nake an aifirmative showing under subpara- 
graph (1) (ii) or (6) of this paragraph of all facts alleged as a reasonable 
cause for such failure in the form of a written statement containing a declaration 
that it is made under the penalties of perjury. 

(8) Penalties. — The information required by section 6038 of the Code must be 
furnished even though there are no foreign taxes mhich mould be reduced under 
the provisions of this section. For criminal penalties for failure to file a return 
and filing a false or fraudulent return, see sections 7203, 7206. and 7207 of the 
Code. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 26 
U. S. C. 7805). ) 

BERTRAND M. HARDINO) 
Act&'np t:om~nis&&'oner of Internal Ee4lenue. 

Approved November 20, 1069. 
STANLEY S. SURREY~ 

Ass&'stant 8eci'eta~'y of the Treasury. 

(Filed by the Division of the Federal Register on Noven&ber 30, 1962, 8:51 a. m. , 
and published in the issue of the Federal Register for December 1, 1062, 27 
F. R. 11877) 
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Subpart B. — Information Concerning Transactions With Other Persons 

SECTION 6042. — PETURNS REGARDING PAYMENTS OF 
DIVl DENDS AND CORPORATE EARNINGS AND 
PROFITS 

Rev. Rul. 69 — 201 ' 26 CFR 1. 6042 — 1: Return of information as 
to payment of dividends. 

(Also Section 61; 1. 61 — 9. ) 
The following guidelines are set forth as an aid in determining the 

liability for income tax on dividend payments and for the reporting 
of dividend payments by the payors. 

The general rule is that dividends on stock are presumptively the 
income of the record owner of the stock and, unless otherwise shown, 
the record owner is considered to be the actual owner for the purpose 
of determining the liability for any tax attributable to dividends on 
the stock whether payment of the dividend. is made to him or to some- 
one else at his direction. 

A record owner who claims that he is not the actual owner of stock 
and, consequently, not liable for income tax on the dividends, must, 
with respect to dividends paid on such stock, fille a Form 1087, Owner- 
ship Certificate — Dividends on Stock, for the calendar year disclosing 
the name and address of the actual o~ner, the name of the, issuing cor- 
poration, the number of shares, and the amount of dividends. Unless 
such disclosure is made, it will be assumed that the record owner is 
the actual owner and appropriate steps will be taken to require the 
inclusion of the dividends in his income. 

Generally, a separate If orm 1087 must be filed by the record owner 
for each of the stockholdings of each actual owner for whom he acts 
as nominee. However, where the record owner is a banking institu- 
tion, trust company, or brokerage firm, it may, provided it maintains 
such records as will permit a prompt, substantiation of each payment 
of dividends made to the actual owner, file one Form 1087 for each ac- 
tual owner for whom it acts as nominee and report thereon the total 
amount of dividends paid to such actual owner (without itemization as 
to the issuing company, class of stock, etc. ). For a listing of. special 
circumstances in which no Form 1087 is required to be filed, see section 
1. 604o — 1(c) (o) of the Income Tax Regulations. 

Consistent with the above, a Form 1099, U. S. Information Return 
for Calendar Year, filed by a payor of dividends who is asked 
by the record owner to pay the dividend to another person, should 
show the distribution of the dividend to the record owner. 

' Based on Technical Information Release 394, dated August 2, 1962. 
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26 CFR 1. 6046: Statutory provisions; re- 
turns as to organization or reorganiza- 
tion of foreig~n corporations and as to 
acquisitions of their stock, 

(Also Section 6670; 601. 6670) 
TITLE 20 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 1. — 

INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEIIBER 31, 1953 

T. D. 6628' 

Regulatious au)ended with respect to returns as to organization 
or reorganization of foreigu corporations and as to acquisitions of 
their stock. 

DEI'ARTMENT OF TIIE TREASURY) 
OFFICE OF COAIMISSIONER OF INTKRNAI. Rl'. i FXl E, 

I)'ashi))gton -'. it D. C. 
To Op'ee) s and En) p/oyees o f the Inte) )ta tEeeenue ~'! )Gti«e a))d Othe)s 

C'once) ned7 
On October, '30, 1062, notice of proposecl rulemaking divas publishecl 

in the Federal Register (27 F. R. 10, &47) regardi»g the amend»le»t 
of the Inconle TaN Regulations (26 CFR Part. 1) and the Regulations 
on Procedure and Ad»linis(ration (26 CFR Part 301) under section 
6046 of the Internal Revenue Cocle of 10o4 as amencled by section 20 (b) 
of the Revenue Act of 1062 (Public Laiv 87 — 834, 76 Stat. 1061) 
[C. I3. 106~ 3, 111], and section 6670 of such Code as adcled by se(- 
tion 20(c) of such Act (76 Stat. 1062). After co»sider;ition of;ill 
such relevant matter as Yvas presented by interested persons reg;lrdi»g 
the rules proposed, the follosving regulations are hereby adopted. 

PARAGRAPH 1. Section 1. 6046 is amencled to read as follov) s: 
() 1, 6046 STATUTORY PRovISIOTIS; RETI. RES AS To ORGAT(IZATIorv OR REORGANI- 

ZATIGN oF FGBEIGTI CGRPGRATIOF(s AND As To XcqUIGITIorvs oF THEIR STocK. 

SEC. 0040. RETERXS AS TO OKGAXIZATI()X OR REORCAXIZA- 
TIOX OF FOREIGX CORPORATIOXS AXD AS TO ACQI'ISI- 
TIOXS OF THEIR STOCK. 

(a) REqUII(EHENT oF RFTUEN. — A return complving with the require- 
ments of subsection (b) shall be made by— 

(1) Each United States citizen or resident Ivho is on January 1, 
1003, an oificer or director of a foreign corporation, 5 percent or more 
in value of the stock of vvhich is owned by a I:uited States person 
(as defined in section 7701(a) (30) ), or who becomes such an ofii- 
cer or director at auy time after such date. 

(2) Eath I:nited States person who ou January 1, 1000, owns 5 
percent or more in value of the stool- of a foreign corporatiou, or 
who, at any time after stick date— 

(A) Acquires stocl- which, when added to auv stock o)vued 
on January 1, 1003, has a value equal to 5 percent or tuore of the 
value of the stock of a foreign corporation, or 

(B) Acquires an additional 5 percent or ulore iu value of 
the stock of a foreign corporation, and 

SECTION 6046. — RFTURXS) AS TO ORGANIZATION OR RE- 
ORGAiVIZATIOiV OF FOREIGN CORPORATIOXS AXD AS 
TO ACQIIISITIOXS OF THEIR STOCIZ 

' The publication of this Treasnry Decision in 27 F. R. 11SSI, dated December 1. 1()02, 
contains (1) instructions for modifying the notice of proposed rn)emaking in 27 F. R. 
19547, dated Oc(oher 30, 1902, and (2) the full contest of the regnlations with such mod- 
ificatinns. As here published, the Treasury Decision reflects tbe fnll contest of such re u- 
lations, with modifications. The individual instructions have beea omitted. 
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Each person who at any time after January 1, 1963, becomes 
a United States person while owning 5 percent or more in value of 
the stock of a foreign corporation. 

(b) FGRM AND CoNTENT8 or RETURNB. — The returns required by 
subsection (a) shall be in such form and shall set forth, in respect of 
the foreign corporation, such information as the Secretary or his 
delegate prescribes by forms or regulations as necessary for carrying 
out the provisions of the income tax laws, except that in the case of 
persons described only in subsection (a) (1) the information required 
shall be limited to the names and addresses of persons described in 
subsection (a) (2). 

(c) OwrsERsrIIP or STOCII. — For purposes of subsection (a), stock 
owned directly or indirectly by a person (including, in the case of an 
individual, stock owned by members of his family) shall be taken into 
account. For purposes of the preceding sentence, the family of an 
individual shall be considered as including only his brothers and sisters 
(whether by the whole or half blood), spouse, ancestors, and lineal 
descendants. 

(&i) TIME FoR FILING. — Any return required by subsection (a), shall 
be filed on or before the 90th day after the day on which, under any 
provision of subsection (a), the United States citizen, resident, or 
person becomes liable to file such return. 

(e) LIMITATIQN. — 
(1) GENERAL RULE. — Except as provided in paragraph (2), no 

information shall be required to be furnished under this section 
with respect to any foreign corporation unless such information 
was required to be furnished under regulations which have been 
in effect for at least 90 days before the date on which the United 
States citizen, resident, or person becomes liable to file a return 
required under subsectiou (a) . 

(2) ExcEPTIoN. — In the case of liability to file a return under 
subsection (a) arising on or after January 1, 1966, and before 
June 1, 1966— 

(A) No information shall be required to be furnished under 
this section with respect to any foreign corporation unless 
such information was required to be furnished under regula- 
tions in effect on or before March 1, 1968, and 

(B) If the &iate on which such regulations become effective 
is later than the day on which su& h liability arose, any return 
required by subsection (a) shall (in lieu of the time prescribed 
by subsection (d) ) be filed on or before the 90th day after such 
date. 

(f) CRoss REFERENcE. — I&'or provisious relating to penalties for 
violations of this section, see sections 6679 and 7203. 
[Sec. 6046 as amended by sec. 7(a), Act of Sept. 14, 1960 (Pub. Law 
86 — 780, 74 Stat. 1016) [C. B. 1960-2, 720]; sec. 20(b) Revenue Act 1962 
(76 Stat. 1061) [C. B. 1962 — 3, 111]] 

PAII. 2. Section 1. 6046 — 1 is redesignated $ 1. 6046 — 3 and is amended 
by revising the heading and paragraphs (a), (c), and (e) thereof to 
read as follows: 

&] 1. 6046 — 8 RETURNs As To FQRMATIQN GR REGRGANIzATIGN oF FGREIGN 
CGRPGRATIGNs PRIGR To SEPTEMBER 15, 1960. — (a) Ref&&A'cfirc'kt of f'St&&I'I&6. — Ever'y 
attorney, accountant, fiduciary, bank, trust company, financial institution, or 
other person, who, on or before Sept, ember 14, 1960, aids, assists, counsels, or 
advises in, or with respect to, the for&&ration, organization, or reorganization of 
any foreign corporation shall file an inforuration return on Form 959 (as in 
use prior to the October 1960 revision). The return must be filed in every such 
case regardless of- 

(c) Information required to be 6lroroa on, returrr. — The return required by 
section 6046, prior to its amendment by section 7(a) of the Act of September 14, 
1960, and this section shall set forth the following information to the extent the 
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inforniation is within the possessioii or knoivledge, or under the contr&&1, of the 
person filing the return: 

(e) Ti&»c a&i&l place for filing & et»&». — (1) Ti»&c fo& filing. — Returns re&&Dire&1 

by section 6046, prior to its amendnient by se& tion 7(a) of the Act nf September 
14, 1960, :in&1 this section shall be tiled ivithin 80 days after the first perform- 
ance of any of the functions referred to in para raph (a) of this section. If in 
a particular &. ;&Se. the aid, assistance, counsel, or advi&e given by any person 
extends over a period &if more than one day, such person, to avoid multiple filing 
of returns, shall file a return ivithin 60 days after either of the following events: 

PAR. 8. I»»»e&liately prece&li»g $ 1. (r'04(& — 8 as redesignated there is 
inserte&l the following neve section: 

f 1. 6046-2 RETI. RNs As To FGREIGN CDRPORATIGNs Wiiicii ARE CREATED oR 
ORGANizED, oR REDR(&AN IZED, oN oR Al TER SEPTEMBER 15, 1960, AND BEFoRE JAN&&- 

ARY 1, 1963. — (a) Rcq» i re»&c»f of retn& n. s. — Iu the case of any foreign corpora- 
tion ivhich is created or organized, or reorgauized, on or after September 15, 
1960, and before Januarv 1, 1903— 

(1) Each United States citizen or resident who was an ofilcer or director 
of such corporal iou at any tinie ivithin 60 days after such creation or organi- 
zation, or reorganizatioii, and 

(2) Each United States shareholder of such corporation by or for ivhom, 
at any time ivithin 60 days after such creation or organization, or reor- 
ganization, 5 percent or more in value of such corporation's then outstanding 
stock v& as owned directly or indirectly (including, in the case of an individual 
stock owned by members of his family), 

shall file a returu ou I orni 95&9 (Rev. Oct. 1960), United States Information Re- 
turn With Respect to the Creation or Organization, or Reorganization, of a 
Foreign Corporation. 

(b) Ir&fo&'&natior» 'e&I&&i&'cd to be sl&o&('n o» &et»&n. — The return required by 
section 6046, prior to its auieiidment by section 20(b) of the Revenue Aet of 1962, 
and this se& tion shall set forth the fonoiving information: 

(1) The nanie and address of the person (or persons) filing the return, 
and an iudication that he is a I nited States shareholder, officer, or director; 

(2) The name and business address of the foreign corporation; 
(8) The name of the country uuder the laws of which the foreign corpo- 

ration was created or organized, or reorganized; 
(4) The name and address of the foreign corporation's statutory or resi- 

dent agent in the couutry of incorporation; 
(5) The date of the foreign corporation's creation or organization, or 

reorganization; 
(6) A. statement of the manner in which the creati&m or organization, or 

reorganization, of the foreign corporation was effected; 
(I& A complete statenient of the reasons for, and the purposes sought to 

be accomplished by, the creation or organization, or reorganization, of the 
foreign corporation; 

(8) A statenieut shoiving the classes and kinds of assets transferred to 
the foreigu &. orporation in connection iiith its creation or organization, or 
reorganization, including a list completely describing each asset or group 
of assets, its value, date of transfer, and the name and address of person 
(or persons) owning such asset or group immediately prior to the transfer; 

(9) A statement showing the assets transferred and the securities issued 
by the foreign corporation in its creation or organization or reorganization, 
as well as the name and address of each person to whoni such a transfer or 
issuance ivas made; 

(10) A statenient specifying the amount and type of any indebtedness 
due from the foreign corporation to each of its shareholders and the name 
of each such shareholder; 

(11) Tlie nanies and addresses of the shareholders of the foreign corpora- 
tion at the time of its creation or organization, or reorgauization, and the 
classes of stock aml number of shares held by each; 

(12) The names and addresses of subscribers to the stock of the foreign 
corporation, and the number of shares subscribed to by each; and 
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(18) The name and address of the person (or persons) having custody 
of the books of account and records of the foreign corporation, and the loca- 
tion of such books and records if different from such address. 

(c) Time and place for filing return. — The ret:urn required by section 6040, 
prior to its amendment by section 20(b) of the Revenue Act of 1962, and this 
section shall be filed with the Director of International Operations, Internal 
Revenue Service, Washington 25, D. C. , on or before the 90th day after such 
foreign corporation is created or organized, or reorganized. 

PAR. 4. Immediately preceding $ 1. 6046 — 2 there is inserted the 
following new section: 

II 1. 6046 — 1 RETI&RNs As To ORGANIEATIGN oR REGRGANIzATICN oF FGREIGN 
CORPORATIONS AND AS To ACQUISITIONS OF THEIR STOCK, ON Oii AFTER JANUARY 1, 
1968. — (a) Officers or directors. — (1) When liability arises cn January 1, 1908. — 
Each United States citizen or resident who is on January 1, 1968, an officer or 
director of a foreign corporation shall make a return on Icorm 959 (Rev. Jan, 
1908) showing the name, address, and identifying number of each United States 
person (as defined in section 7701(a) (80) ) who, on, January 1, 1968, owns 5 
percent or more in value of the outstanding stock of such foreign corporation. 

(2) Whee liability arises after January 1, 1968. — (i) Requirement cf return. — 
I& ach United States citizen or resident who is at any time after January 1, 1908, 
an officer or director of a foreign corporation shall make a return on Form 959 
(Rev. Jan. 1908) setting forth the informtaion described in subdivision (ii) of 
this subparagraph with respect to each United States person (as defined in 
se&:tion 7701(a) (80) ) who, during the time such citizen or resident is such an 
officer or director- 

(a) Acquires (whether in one or more transactions) outstanding stock of 
such corporation which has, or which when added to any such stock then owned 
by him (excluding any stock owned by him on January 1, 1908, if on that date 
he owned 5 percent or more in value of such stock) has, a value equal to 5 per- 
cent or more in value of the outstanding stock of such foreign corporation, or 

(b) Acquires (whether in one or more transactions) an additional 5 percent 
or more in value of the outstanding stock of such foreign corporation. 

(ii) Information required to be shoicn on return. — The return required under 
subdivision (i) of this subparagraph shall contain the following information: 

(a) Name, address, and identifying number of each shareholder with reapect 
to whom the return is filed; 

(b) A statement showing that the shareholder is either described in subdivi- 
sion (i) (a) or (i) (b) of this subparagraph; and 

(c) The date on which the shareholder became a person described in subdivi- 
sion (i) (a) or (i) (b) of this subparagraph. 

(8) A. pplication of rules. — The provisions of this paragraph may be illustrated 
by the following examples: 

Eaampte (1). A, a United States citizen, is, on January 1, 1908, a director of 
M, a foreign corporation. X, on January 1, 1968, is a United States person owning 
5 percent in value of the outstanding stock of M Corporation. A. must file a return 
under the provisions of subparagraph (1) of this paragraph. 

Example (2). The facts are the same as in Example (1) except that X owns 
only 2 percent in value of the outstanding stocl- of M Corporation on January 1, 
1908. On July 1, 1968, X acquires 2 percent in value of the outstanding stock of 
M Corporation and on September 1, 1968, he acquires an additional 2 percent in 
value of such stock. The July 1, 1968, transaction does not give rise to liability 
to file a return; however, A must file a return as a result of the September 1, 1968, 
transaction because X's holdings now exceed 5 percent. 

Example (9). The facts are the same as in Kxample (2) and, on September 15, 
1968, X acquires an additional 4 percent in value of the outstanding stock of M 
Corporation (X's total holdings are now 10 percent). On November 1, 1968, 
X acquires an additional 2 percent in value of the outstanding stock of M Cor- 
poration. The September 15, 1968, transaction does not give rise to liability to 
file a return since X has not acquired 5 percent in value of the outstanding stock 
of M Corporation since A last became liable to file a return. However, A must file 
a return as a result of the November 1, 1968, transaction because X has now 
acquired an additional 5 percent in value of the outstanding stock of M 
Corporation. 
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Era&»pie (j&). The facts are the snuie as iu Exnuiples (2) aud (3) nud, in 
addition, B, a 1 uited States citizen, becomes an offi«er of 11 ('urf&&&ration on 
Octuber 1, 1963. B is uut required to file a retnru eitli«r as a result of the fa& ts 
set forth iu Exainple (2) or as a result of the September 1, &, 1063. trans»&-tion 
described in Exnuiple (3). Hoivever, B is required to file a return as a result 
of the 'Xuvember 1, 1063, transa«tiuu des(ribed iu Example &3) be«an. ( X bns 
acquired an additional, i perceut in value of the outstnn&ling stock of AI &'url&o- 

ration ivhile B is an officer or director. 
(b) Itet»&. »s required of Iln&'te&l States persons &(t&e» liability to jile a&'ises on 

Ja»na& y I, 1903. — Each 1 uited States person, as defiiie&1 in section 7101& a) & 30), 
who, on Jnnuary 1, 1063, owns, i perceut or more in vnlue of the outstaudin ~ sto«k 
of a foreign corporation, ~hall mnke a return on Form 000 (Rev. Jnu. 1063) 
with respect to such foreign curporntion setting forth the folloiviug iuforu&ntiuu: 

(1) The na&ue, address, aud identifying uumi&er &if the sharehobler (ol' 
sharelu&lders) filing the return, an(1 the interunl rereuue district iu ivhich 
such shareholder filed his most receut 1. nited S&i&tes income tax returu; 

(2) Tlie unme, business address, aud empb&yer ideutiiicatiou uumber, if 
auy, oi the forei "u corpuration aud tlie nn&ue of the «uuutry under the laivs 
of ivl&ich it is iucorpurnte&l; 

(3) The date of organization aud, if nnv. of e:ich reorgaiiizntiou of the 
foreign & orp&&rnti&&u if su&. h reorg:&niz:&tion occurred on (ir after Januarv 1, 
1060, ivhile the shareholder oivued 3 percent or niore in value of the out- 
st;iu&lin" st&i«k of such corporation; 

(4) The name nud address of the for«i u corporation's statutorv or resi- 
dent a "ent in the couutry of incorporation; 

(, i) The unuie, address, nnd identifyiiig iiuiuber of auv brauch oflice or 
agent of the foreign corporation located iu the I'iiite&l S&;iten: 

(6) If the foreign corporatiou bns filed a 1 iiite&1 States income tax. retnru. 
or li;&rticipated iu the filiug of a consulid;ite&1 return, for ni&y of its last 
three «alendar ur fiis(al venrs iumiediatelv preceding Jauuary I, 1063, state 
each Jear for ivhich a return was filed (in«luding, in the case of a cousoli- 
datc&l return, the nauie of the corporntion fiiling such return), the tvpe of 
forui used, the internal reveuue office to ivbich it ivn, sent, and the amount 
of tnx, if any, paid; 

(I) The nnnie and a&Mress of the person (or persons) having custodr 
of the books of account, aud records of tlie f&ueigu «orporatiou, au&1 the 
location of su«h books and records if different froiu su«h address; 

(8) The ni&mes, addresses, nnd identifviug nu&ui&ers of nll L uited States 
persons who are principal &&fffcers (for example, president, vice presideu(. 
secretary, treasurer, an&1 couiptroller) or members of the board of- dir&«- 
tora of the foreign & orporatiou ns of Janimrr I, 1063: 

(0) A «ouiplete description uf tlie principal business activities in v&hich 
the foreign corporation is n«tually eugnged au(, if the foreign corporation 
is a meiuber of n roup coustituting:i chain of oivnersliip with respect to 
ea«h nuit of whicli the shareholder oivns, i percent or uiore in value of the 
outstauding stocl-, a chart showing the foreign corporation's position iu 
the chain of oivuersbip and the percentages of oivuership; 

(10) &&. copy of the folloiviug staten&cuts prepnre&1 iu accordance witli 
genernllv accepted accountiug principles and in, uch fur»& nud detail as is 
customary fur the «orporation's accountiug re& ords: 

(i) The corporntiou's profit and loss su&teuient for tlie i»oat recent 
complete annual accounting period: and 

(ii) The corporation's balance sheet ns of the «ural of the aiost receut 
couiplete annual accouuting period; 

(11) A. stnteiuent showing ns of Janunrv 1, 1063. t)&«nuionut nnd tvpe 
of any iudebte&lness of the foreign corporation- 

(i) To any I. nited States persou oivning 3 percent or more in value 
of its stocl. -, or 

(ii) To anv other forei n &orporatiou oivuing, & percent or niore in 
value of the outstanding stock of the foreign «orporntiou ivith respect 
to whi«h the returu is filed prorided that the sh;ireliolder filing the 
return uivns;& percent or iuore in value of the outstaudiug ~to«k of 
su& b &itlier forei "u corporation, 

together with the nanie, addr«. s. nud idcutifring urn»her, if aur. of each 
such shnrehulder or entitv: 
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(12) A statement, as of January 1, 1963, showing the name, address, and 
identifying number, if any, of each person who is, on January 1, 1063, a 
subscriber to the stock of the foreign corporation, and the number of shares 
subscribed to by each; 

(13) A statement showing the number of shares of each class of stock 
of the foreign corporation owned by each shareholder filing the return 
and- 

(i) If such stock was acquired after December 31, 1953, the dates 
of acquisition, the amounts paid or value given therefor, the method 
of acquisition, i. e. , by original issue, purchase on open market, direct 
purchase, gift, inheritance, etc. , and from whom acquired; or 

(ii) If such stock was acquired before January 1, 1954, a state- 
n&cut that such stock was acquired before such date, and the value 
at whi&h such stock is carried on the books of such shareholder; 

(14) A statement showing as of January 1, 1963, the name, address, and 
identifying number of each United SLates person who owns 5 percent or 
more in value of the outstanding stock of the foreign corporation, the 
classes of stock held, the nu&nber of shares of each class held, including 
the uame, address, and identifying number, if any, of each actual owner if 
such person is different from the shareholder of record and a statement 
of the nature and amount of the interests of each such actual owner; and 

(15) The total number of shares of each class of outstanding stock of 
the foreign corporation (or other data indicating the shareholder's per- 
centage of ownership) . 

(c) Returns re&iuircd of United States persons when liability to file arises 
after January 1, 1068. — (1) United States persons required to file. — A return on 
Form 950 (Itev. Jan. 1063), relating to the organization or reorganization of a 
foreign corporation and to the acquisition of its stock, containing the informa- 
tion required by subparagraph (3) of this paragraph, shall be made by each 
United States person, as defined in section 7701(a) (30), when at any time after 
January 1, 1963— 

(i) Such person acquires (whether in one or more transactions) outstand- 
ing stock of such foreign corporation which has, or which when added to 
any such stock then owned by him (excluding any stock owned by him ou 
January 1, 1963, 'if on that date he owned 5 percent or more in value of 
such stock) has, a value equal to 5 percent or more in value of the 
outstanding stock of such foreign corporation, or 

(ii) Such person, having already acquired the interest referred to in 
paragraph (b) of this section or in subdivision (i) of this subparagraph- 

(a) Acquires (whcther in one or more transactions) an additional 
5 percent or more in value of the outstanding stock of such foreign 
corporation, 

(b) Owns 5 percent or more in value of the outstanding stock of such 
foreign corporation when such foreign corporation is reorganized (as 
defined in paragraph (f) ), or 

(c) Disposes of sufficient stock in such foreign corporation to reduce 
his interest to less than 5 percent in value of the outstanding stock of 
such foreign corporation. 

The provisions of this subparagraph may be illustrated by the following 
examples: 

Ezarnple (1). On January 15, 1063, A, a United States person, acquires 5 
percent in value of the outstanding stock of M, a foreign corporation. A must 
file a return under the provisions of this subparagraph. 

Eaarnple (8). On January 1, 1063, B, a United States person, owns 2 percent 
in value of the outstanding stock of M, a foreign corporation. B is not required 
to file a return under the provisions of this section because he does not own 5 
percent or iuore in value of the outstanding stock of M Corporation. On Febru- 
ary 1, 1063, B acquires an additional 3 percent in value of the outstanding stock 
of M Corporation. B must file a return under the provisions of this 
subparagraph. 

Evan&pie (8). On January 1, 1963, C, a United States person, owns 6 percent 
in value of the outstanding stock of M, a foreign corporation. C must file a 
return under the provisions of paragraph (b) of this section. On February 1, 
1963, C acquires an additional 2 percent in value of the outstanding stock of M 
Corporation in a transaction not involving a reorganization. C is not required to 
file a return under the provisions of this subparagraph. 
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E&r«»&ptc (I&). The facts are the same as in Example (3) except that, in 
addition, on April 1, 1963, C acquires 2 percent in value of the outstamling stock 
of M Corporation in a transaction not involving a reorganization. (C's total 
holdings are now 10 percent. ) C is not required to file a return under the pro- 
visions of this subparagraph because he has not acquired 5 percent or more in 
vahie of the outstanding stock of M Corporation since he last became liable to file 
a return. On May 1, 1963, C acquires 1 percent in value of the outstanding stock 
of M Corporation. C must file a return uniler the provisions of this 
subparagraph, 

Eaatnpte (5). On June 1, 1963, D, a I. 'nited States person, owns 12 percent in 
value of the outstanding stock of M, a foreign corporation. Also, on June 1, 
1068, M Corporation is reorganized and, as a result of such reorganization, D 
owns only 6 percent of the outstanding stock of such foreign corporation. D 
must file a return under the provisions of this subparagraph. 

Erampte (6). The facts are the same as iii I&'xarnple (5) except that, in addi- 
tion, on November 1, 1&J70, D donates 2 percent. of the outstanding stock of M 
Corporation to a charity. Since D has disposed of sufficient stock to redu«e his 
interest in M Corporation to less than 5 percent in value of. the outstanding stock 
of such corporation, D must file a return under the provisions of this 
subparagraph. 

(2) Sba&el&alders &cbo become U»lied, States pcr8ons. — A return on Form 950 
(Rev. Jan. 1963), relating to the organization or reorganization of a foreign 
corporation and to the acquisition of its stock, containiug the information re- 
quired by subparagraph (3) of this paragraph, shall also be made by each person 
who at any time after January 1, 1963, becomes a Uiiited States person while 
owning 5& percent or more in value of the outstanding stock of such foreign 
corporation. 

(3) Info&»&ation, required to be shown on return. — (i) In general. — The re- 
turn on Form 959 (Rev. Jan. 1963), required to be filed by persons described 
in subparagraphs (1) and (2) of this paragraph, shall set forth the same in- 
formation as is required by the provisions of paragraph (b) of this section except 
that where such provisions require information ivith respect to January 1, 1968, 
such information shall be furnished with respect to the date on which liability 
arises to file the return required under this paragraph. 

(ii) Additional info»nation. — In addition to the information required under 
subdivision (i) of this subparagraph, the following information shall also be 
furnished in the return required under this paragraph: 

(«) The date on or after January 1, 1063, if any, on which such shareholder 
(or shareholders) last filed a return under this section with respect to the 

corporation: 
(b) If a return is filed by reason of becoming a United States person, the 

date the shareholder became a United States person; 
(c) If a return is filed bv reason of the disposition of stock, the date aiid 

method of such disposition a»d the person to whom such disposition was made; 
and 

(d) If a return is filed by reason of the organization or reorganization of the 
foreign corporation on or after January 1, 1963, the folloiving information: 

(I) A statement showing a detailed list of the «lasses and kin&Is of assets 
transferred to the foreign corporation including a description of the assets 
(such as a list of patents. copvrights, stock, securities, etc. ), the fair market 
value of each asset transferred (and, if such asset is tranferred by a I. 'nited 
States person, its adjusted basis), the date of transfer, the name, iid&lresrs and 
identifyin number, if any, of the owner immediately prior to the transfer, and 
the «oiisiileration paid by the foreigii corporation for such transfer; 

(2) A statement showing the assets transferred an«l the notes or securities 
issued by the foreign corporation, the name, address, and identifying number, if 
any, of each person to ivhom such transfer or issue was made, and the considera- 
tion paid to the foreign corporation for such transfer or issue; and 

(3) An analysis of the changes in the corporation's surplus accounts occurring 
on or after January 1, 1063. 

(iii) Eaclaston of inforniatio&i previously f«rnisb«&l. — In any case where any 
identical item of information required to be filed under this paragraph by a 
shareholder with respect to a foreign corporation has previously been furnished 
by su«h shareholder in any return made in accordance with the provisions of 
this section, such shareholder may satisfy the requirements of this paragraph 
by filiiig Fol'm 0, &q (Itev. Jan. 1063), identifying such item of information, tlie 
date furnished, and stating that it is unchan ed. 
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(d) Associations, etc. — Returns are required to be filed in accordance with the 
provisions of this section with respect to any foreign association, foreign joint 
stock company, or foreign insurance company, etc. , which would be considered 
to be a corporation under ) 301. 7701 — 2 of this chapter (Regulations on Procedure 
and Administration). Persons who would qualify by the nature of their func- 
tions and ownership in such associations, etc. , as oificers, directors, or sharehold- 
ers thereof will be treated as such for purposes of this section without regard te 
their designations under local law. 

(e) Special provisions. — (1) Return jointly made. — Any two or more persons 
required under paragraph (a) of this section to make a return with respect to 
one or more shareholders of the same corporation, or under paragraph (b) or 
(c) of this section to make a return with respect to the same corporation, may 
in lieu of making several returns, jointly make one return. 

(2) Separate return for each corporation. — iVhen returns are required with re- 
spect to more than one foreign corporation, a separate return must be made for 
each corporation. 

(8) Use of power of attorney by officers or directors. — (i) In general. — Any 
two or more persons required under paragraph (a) of this section to make a 
return with respect to one or more shareholders of the same corporation may, 
by means of one or more duly executed powers of attorney, constitute one of their 
number as attorney in fact for the purpose of making such returns or for the 
purpose of making a joint return under subparagraph (1) of this paragraph. 

(ii) Nature of power of attorney. — The power of attorney referred to in sub- 
division (i) of this subparagraph shall be limited to the making of returns re- 
quired under paragraph (a) of this section and shall be limited to a single calen- 
dar year with respect to which such returns are required. 

(iii) 3fanner of execution of power of attorney. — The use of technical language 
in the preparation of the power of attorney referred to in subdivision (i) of this 
subparagraph is not necessary, Such power of attorney shall be signed by the 
individual United States citizen or resident required to file a return or returns 
under paragraph (a) of this section. Such power of attorney must be acknowl- 
edged before a notary public or, in lieu thereof, witnessed by two disinterested 
persons. The notarial seal must be affixed unless such seal is not required under 
the laws of the state or country wherein such power of attorney is executed. 

(iv) 3fanner of execution of return under authority of power of attorney. — 
A return made under authority of one or inore powers of attorney referred to in 
subdivision (i) of this subparagraph shall be signed by the attorney in fact for 
each principal for which such attorney in fact is acting. A copy of such one or 
more powers of attorney shall be kept at a convenient and safe location acces- 
sible to internal revenue officers, and shall at all times be available for inspection 
by such officers. 

(v) Effect on penalties. — The fact that a return is made under authority of a 
power of attorney referred to in subdivision (i) of this subparagraph shall not 
affect the principal's liability for penalties provided for failure to file a return 
required under paragraph (a) of this section or for filing a false or fraudulent 
return. 

(4) Persons excepted front ftHng returns. — Any person required to make a re- 
turn under paragraph (b) or (c) of this section with respect to a foreign cor- 
poration need not make such return provided all of the following conditions are 
met: 

(i) Such person does not directly own an interest in the foreign corporation; 
(ii) Such person is required to furnish the information solely by reason of 

attribution of stock ownership from a United States person under paragraph (i) 
of this section; and 

(iii) The person from whom the stock ownership is attributed furnishes all 
of the inforination required under paragraph (b) or (c) of this section of the 
person to whoiii such stock ownership is attributed. 

(6) Persons exceptetl. from furnishing items of information. — Any person re- 
quired to furnish any item of information under paragraph (b) or (c) of this 
section with respect to a foreign corporation may, if such ii. em of information 
is furnished by another person having an equal or greater stock interest (meas- 
ured in terins of value of such stock) in such foreign corporation, satisfy such 
requirement by filing a statement with his return on Form 959 (Rev. Jan. 1963) 
indicating that such liability has been satisfied and identifying the return in 
which such item of information was included. 

(f) 3f eaning of terms. — For purposes of this section— 



[I[ 6046. 

(1) Acquisition. — Stock in a foreign «orporaf. ion shall be considered acquired 
when a person has an unqualifie right to receive such stock, even though such 
stock is not actually issued. For example, when under lhe law of a foreign 
country, all the necessary steps for incorporation are completed but stock in 
the corporation will not be issued within 80 days, every United States citizen or 
resident who is an officer or a director of such corporation, provided a United 
States person has an interest of 5 percent or more in such corporation, and every 
such United States persons shall, within 90 days of the date of incorporation, 
iile the returns required under section 6046 and this section. In the case of a 
reorganization, new stock may be acquired, depending on the type of reorganiza- 
tion, whether or not any stock certificates are surrendered or exchanged or 
the designation of such stock is altered. 

(2) Itcorgani-. ation. — With respect to a foreign corporation, the term "re- 
organization" shall mean not only a transaction described in section 868(a) (1) 
and the regulations thereunder but also any other transaction or series of trans- 
actions which has the same effect. 

(g) method of reporting. — All amounts furnished in returns prescribed under 
this section shall be expressed in United States currency with a statement of the 
exchange rates used. All statements required to be submitted on or with returns 
under this section shall be rendered in the U&nglish language. 

(h) Actual oicnersl&ip of stock. — If any shareholder, referred to in this sec- 
tion, is not the actual owner of the stock of the foreign corporatiou, the informa- 
tion required under this section shall be furnished in the nan&e of aml by such 
actual owner. For exan&pie, in the case of stock held by a nominee, the informa- 
tion required under this section shall be furnished by the actual owner of such 
stock. 

(i) Constructive ou&nerslsip of stock. — (1) In general. — Stock owned directly 
or indirectly by or for a foreign corporation or a foreign partnership shall be 
considered as being owned proportionately by its shareholders or partners. 
Thus, any United States person who is a member of a nonresident foreign partner- 
ship which becomes a shareholder in a foreign corporation shall be considered 
to be a shareholder in such foreign corporation to the extent of his proportionate 
share in such partnership. 

(2) members of family. — An individual shall be considered as owning the 
stock owned directly or indirectly by or for his brothers and sisters (whether 
by the whole or half blood), his spouse, his ancestors, and his lineal descendani. s. 
However, when stock is treated as owned by an individual under the rule pro- 
vided in this subparagraph, it shall not be treated as owned by him for the pur- 
pose of again applying such rule in order to make another the constructive owner 
of such stock. The provisions of this subparagraph may be illustrated by the 
following example: 

Example. H, W, and HF are United States citizens. W, wife of H, owns 20 
percent of the value of the outstanding stock of X, a foreign corporation. X 
Corporation owns 90 percent of the value of the outstanding stock of Y, a foreign 
corporation. Y Corporation becomes the owner of 50 percent of the value of 
the outstanding stock of each of two newly organized foreign corporations, M 
and N. In applying the "men&bers of family" rule, H is considered to own 20 
percent of the value of the outstanding stock of X Corporation, and 18 percent 
of the value of the outstanding stock of Y Corporation, and 9 percent of M Cor- 
poration and N Corporation. However, HF, the father of H, is not considered 
to own stock of X, Y, M, or N since his son, H, is not treated as the owner of 
such stock for purposes of again applying the "members of fan&ily" rule. 

(j) Time and place for filing return. — (1) Time for filing. — Any return re- 
quired by section 6046 and this section shall be filed on or before the 90th day 
after the day on which a United States citizen, resident, or person becomes 
liable to file such return under any provision of section 6046(a) and of para- 
graph (a), (b), or (c) of this section. The Director of International Operations 
is authorized to grant reasonable extensions of time for filing returns under 
section 6046 and this section in accordance with the applicable provisions of sec- 
tion 6&081(a) '&nd $ 1. 6081 — 1. 

(2) Place for filing. — Returns required by section 6046 and this section shaR 
be filed with the Director of International Operations, Internal Revenue Service, 
Washington 25&, D. C. 

(k) penalties. — (1) For criminal penalties for failure to file a return and 
filing a false or frautlulent return, see sections 7208, 7206, aud 7207. 

674924' — 62 21 



$ 6046. ] 308 

(2) For civil penalty for failure to file return, or failure to shoiv information 
required on a return, under this sectiou, see section 0679. 

PAR. 5. At the end of the regulations in Part 301 relating to Addi- 
tions to the Tax, Additional Anlounts, and Assessable Penalties, there 
are inserted the following new sections: 

$ 301. 6679 STATUTGRY PRovisioNs; FAILURE To FILE RETURNs As 'ro OBGANlzA- 

TICN GR REGRGANIzATICN oF FGREIGN CORPOEATIGNS A. vD As To AcQUISITIGNs oF 
THEIR STOCK. 

SEC. 6679. FAILURE TO FILE RETURNS AS TO ORGANIZATION 
OR REORGAViIZATION OF FOREIGiV CORPORATIOiVS AND 
AS TO ACQUISITIONS OF TIIEIR STOCK. 

(a) Civii. PENAI TY. — Iu additiou to any criminal penalty provided by 
law, any person required to file a return under section 6046 who fails to 
file such return at the time provided in such section, or who files a return 
which does not show the information required pursuant to such section, 
shall pay a penalty of $1, 000, unless it is shown that such failure is due 
to reasonable cause. 

(b) DEPIOIENOY PaocEDUEEs iVGT To APPLY. — glib('hapter 8 of chapter 
63 (relating to deficiency procedure for income, estate, and gift taxes) 
shall not apply in respect. of the assessiuent or collection of any yenaltv 
imposed by subsection (a). 
[Sec. 6679 as added by sec. 20(c), Revenue Act 1962 (76 Stat. 1062) ] 

$ 301. 6679 — 1 FAILURE To FILE RETURNs As To ORGANIzATIGN CE REORGANIzA- 

TIolv GP FoREIGN CGEPGEATICNs AlvD As To AcqUIsITIDNs GP THEIR STocic. — (a) 
Ciui/, penalty. — (1) In general. — Iu additiou to any criminal penalty provided 
by law, each person required to file a return under section 6046, and the regula- 
tions thereunder, ivho fails to file such a return within the time provided, or 
who files a return which does not shoiv the required information, shall pay a 
penalty of $1, 000, unless such failure is shown to be due to reasonable cause. 

(2) Joint return. — The penalty imposed by sectiou 6679 and this section shall 
apply to each United States citizen, resident, or person filing a joint return pur- 
suant to the provisions of section 6046 and g 1. 6040 — 1, ivhich does not show the 
required information. 

(3) Shovciug of rcasonablc ciiuse. — The peualty imposed by section 6679 shall 
not apply if it is established to the satisfaction of the Director of International 
Operations that such failure was due to a reasonable cause. An alfirmative 
showing of reasonable cause must be made iu the form of a ivritten statement, 
containing a declaration that it is made under the penalties of perjury, setting 
forth all the facts alleged as a reasonable cause. If the taxpayer exercises 
ordinary business care and prudence and is nevertheless unable to furnish auy 
item of iuformation required under section 6046, aml the regulatious thereunder, 
such failure shall be considered due to a reasonabl!. cause. In determining the 
extent of a taxpayer's ability to obtain infomnation, the percentage of stocl! 
owned by such taxpayer and the nature of the other interests iu the foreign cor- 
poration will be considered. 

(b) Dcjicicacy procedures not to apply. — The peualty imposed by section 6679 
may be assessed and collected without regard to the deficiency procedures pro- 
vided by subchapter B of chapter 63 of the Code. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917: 26 
IT. S. C. 7805). ) 

BERTRAND M, HARDING! 
Acting Coln~n~ssiouer of Intel r!al Rev:enue. 

Approved November 29, 1962. 
STANLEY S, SURREY) 

Assistan!t 8ecretary of the Trcasui y. 
(Filed by the Division of the Federal Register on November 30, 1962, 8:62 a. m 

and published iu the issue of the Federal Register for December 1, 1962, 
27 F. R. 11881) 
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SECTION 6051. — RECEIPTS FOR Ii;MPLOYEES 

26 CFR 81. 6051 — 1: Statements for employees. 

Printing of substitutes for Form W — 2, Withholding Tax State- 
ment — 1068. See Rev. Proc, 62 — 25, page 490. 

SUBCHAPTER B. — MISCELLANEOUS PROVISIONS 

SECTION 6108. — PUBLICITY OF RETURNS AND LISTS OF 
TAXPAYERS 

26 CFR 801. 6108(a) — 1: Inspection of returns 
by certain classes of persons and State 
and Federal government establishments 
pursuant to Executive Order. 

Inspection of Federal tax returns filed under the Internal Revenue 
Code of 1054, by State governments and the furnishing of copies of 
such returns and. abstract data. See Rev. Proc. 62 — 18, page 408, 

26 CFR 801. 6108 (a) — 101: Inspection of returns E 0 11055 
by committees of Congress other than those 
enumerated in section 6108(d) of the Internal 
Revenue Code of 1954. 

(Also Part II, Section 55; 458. 824) 

Inspection oi. ' income tax returns by the House Select Committee 
on Small Business. 

By virtue of the authority vested in me by section 55(a) of the 
Internal Revenue Code of 1089, as amended (58 Stat, 29; 54 Stat. 
1008; 26 U. S. C. (1052 Ed. ) 55(a) ), and by section 6108(a) of the 
Internal Revenue Code of 1954 (68A Stat. 758; 26 U, S. C. 6108 (a) ), it 
is hereby ordered that any income tax return for the years 1050 to 1962, 
inclusive, made by an organization exempt from Income tax under 
section 101 or 165 (a) of the 1980 Code, as amended (58 Stat. 88, 67, 
876; 56 Stat. 886, 862, 872; 64 Stat. 958, 950; 65 Stat, . 490; 26 U. S. C. 
(1052 Ed. ) 101, 165(a) ), or section 501(a) or 521 of the 1954 Code 
(68A. Stat. 168, 176; 26 U. S. C. 501(a), 521), shall, during the Eighty- 

seventh Congress, be open to inspection by the Select Committee on 
Small Business, House of Representatives, or any duly authorized 
subcommittee thereof, in connection with its study of the impact of the 
activities of tax-exempt organizations on small business, pursuant to 
House Resolut, ion 46, 87th Congress, agreed to Februa. ry 6, 1061, such 
inspection to be in accordance and upon compliance with the rules 
and regulations prescribed by the Secretary of the Treasury in Treas- 
ury Decisions 6182 [C. B. 1055 — 1, 142] and 6188 jC. B. 1055 — 1, 885], 
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relating to the inspection of returns by committees of the Congress, 
approved by the President on May 3, 1055. 

This order shall become efFective upon its filing for publication in 
the Federal Register. 

JOHiV F. ICE'XxEDY. 

THE WHITE HOUSE& 
October t), 1968. 

(%led by the Division of the Federal Register on October 10, 1962, 11:06 a. m. , 
and published in the issue nf the Federal Register for October 11, 1962. 27 
F. R. 9961) 

(Also Part II, Section 55; 458. 324) F. . o. ll 065 

Inspection of income, excess-profits, esi, ate, and gift tax returns 
by the Senate Committee on Foreign Relations. 

By virtue of the authority vested in me by section 55(a) of the 
Internal Revenue Code of 10'30, as amended (5'3 Stat. 20, 54 Stat. 10I ~8; 

26 U. S. C. (1052 Ed. ) 55(a) ), and by section 6103(a) of the Internal 
Revenue Code of 1054 (68A. Stilt. 758 i 26 U. S. C. 6108(a) ), it is hereby 
ordered that any income, excess-profits, estate, or gift tax return for 
the years 1050 to 1062, inclusive, shall, d. uring the Eighty-seventh 
Congress, be open to inspection by the Senate Committee on Foreign 
Relations or any duly authorized subcommittee thereof, in connection 
with its study of all nondiplomatic;ictivities of repiesentatives of 
foreign governnients, and their contractors and agents, in promoting 
the inteiests of those governments, and the extent to which such rep- 
resentatives attempt to inHuence the policies of the United States 
and aH'ect the national interest, pursuant to Senate Resolution 362, 
87th Congress, agreed to July 1&, 1062, such inspection to be in accord- 
ance ancl upon compliance with the riules and regulations prescribed 
by the Secreta. ry of the Treasury in Treasury Decisions 6182 [C. B. 
1955 — 1, 142] and 61'N [C. B. 1055 — 1, 885j, relating to the inspection of 
returns by committees of the CongressI approved by the President 
on May 3, 1955. 

This order shall be efFective upon its filing for publication in the 
Federal Register. 

THE g Hli'E IIol'sKi 
Xoveiiiber 21, 1062. 

Joiix F. KEEI-EDY. 

(Filed by the Division of the Federal Register on ixovember 26, 1962, 6;69 p. m. , 
and published in the issue of the Federal Register for IVovember 27, 1962, 
27 F. R. 11561) 

26 CFR 801. 610'3 (b) -1: Inspection by States. 

Inspection of Federal tax returns filed under the Internal Revenue 
Code of' 1054, by State governments and the furnishing of copies of 
such returns @and abstract data. Sce Rev, Proc. 6& 18, page 408. 
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SECTION 6106. — PUBLICITY OF UNEMPLOYMENT TAX 
RETURNS 

26 CI'R 601. 6106 — 1: Publicity of unemployment 
tax I'etul'ns. 

Inspection of Irederal tax returns filed under the Internal Revenue 
Code of 1954, by State governments and the furnislnng of copies of 
such returns and abstract data. See Rev. Proc. 62-18, page 408. 

SECTION 6109. — IDENTIFYING NUMBERS 

T. D. 6606 ' 

Regulations relating to the use of identifying uulnhers 

26 CFR 1. 6109: Statutory provisions; identi- 
fying numbers. 

(Also 81. 6109 — 1, 41. 6109 — 1, 45. 6109 — 1, 46. 6109— 
1, 48. 6109 — 1, 49. 6109 — 1, 179. 52a. ) 

(Also Sect, ions 6011, 6676; 81. 6011 (b) — 1, 
301. 6676. ) 

(Also Part III — A, Section 6109; 194. 106a, 
196. 84a, 197. 29a, 201. 32a, 245. 76a. ) 

TITLE 26 — INTEltNAL RLrVENUE. — CHAPTER I, SUBCHAPTER A, PARTS 1, 31, 41, 
45, 46, 48, AND 49 

SUBCHAPTER E, PARTS 179, 194, 196, 197, 201, AND 245 
SUBCHAPTER I, PART 301 

DEPARTMENT OF THE TREASURY' 
OFFICE OF COMMISSIONER OF INTERNAL REvENUE, 

l~ashf'ngton 8o~ D. C. 
To Opcers and Employees of the Internal Eeventte hervt'ce a~ Others 

Concernedf 
On February 24, 1962, notice of proposed rulemaking was published 

in the Federal Register (27 F. R. 1761) regarding the amendments of 
the Income Tax Regulations (26 CFR Part 1), the Employment Tax 
Regulations (26 CFR Part 81), the Highway Motor Vehicle Use 
Tax Re~mdations (26 CFR Part 41), the Miscellaneous Stamp Tax 
Regulations (26 CFR Part 45), the Regulations Relating to Miscel- 
laneous Excise Taxes Payable by Return (26 CFR Part 46), the 
Manufacturers and Retailers Excise Tax Regulations (26 CII R Part, 
48), the Facilities and Services Excise Tax Regulations (26 CFR 
Part, 49), the regulations relating to Machine Guns and Certain other 
Firearms (26 CFR Part 179), the regulations relating to Liquor 
Dealers (26 CFR Part 194), the regulations relating to Stills (26 CFR 
Part 196), the regulations relating to Drawback on Distilled Spirits 
Used in Manufacturing Nonbeverage Products (26 CFR Part, 197), 
the regulations relating to Distilled Spirits Plants (26 CFR Part 

r The publication of this Treasury Decision in 27 F. R. 8513, dated August 25, 1962, con- 
tains (I) instructions for modifying the notice of proposed rulemaking in 27 F. it. 1761, 
dated February 24, 1962, and (2) the full context of the re "ulations with such modifica- 
tions. As here published, the Treasury Decision reflects the full context of such regula- 
tions, with modificatious. The individual insi. ructions have been omitted. 
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201), the regulations relating to Beer (26 CFR Part 245), and the. 
Regulations on Procedure and Administrntion (26 CFR Part 801), 
pre~scribing regulntions under sections 6100 nnd 6676 of the Internal 
Revenue Code of 1054 as added by the Act of October 5, 1061 (Public 
I, nw 87 — 807, 75 Stat. 828 tC. B. 1061 — 2, M8]), After consideration 
of all such relevant, matter as wns presented by interested persons 
regarding the rules proposed, the following regulations are hereby 
adopted. 

Income Tax 
(26 CFR Part I) 

PAIIAHRAPII l. Immediately after $ 1. 6102 — 1 there are insertecl the 
following new sections: 

ri 1. 6109 STATUTORY PROVISIONS; IDENTI1YING NU&IDERS. 

SEC. 6109. 11)ENTIFYING NUMBERS. 
(a) SUPPLYING oF IDENTIFYING NUIIRERs. — Ivhen required by regu- 

lations prescribed by the Secretary or his dele 'ate: 
(1) IlvcLUsIGN IN RE'rusvs. — Any person required under the au- 

thority of this title to make a return, stateulent, or other document 
shall include in such return, statement, or other document such 
identifying number as may be prescribed for securing proper 
identiticatiou of such persou. 

(2) IPURLSISHIlsG NUIIRER To OTHER PERSONS. — Auy person Ivith 
respect to whom a return, statement, or other document is required 
under i. he authority of this title to be made by another person shall 
furnish to such other person such identifving number as mav be 
prescribed for securing his proper identificatiou. 

(3) FUI, 'NIsHING NU~BRER oF ANGTHER PERsox. — Any pel'son 1'e- 

quired under the authority of this title to make a return, statement, 
or other document with resper. 't to another person shall request from 
such other person, and shall include iu auy such return, statement, 
or other documeut, such identifying' number as may be prescribed 
for securing proper identification of such other person. 

(b) I IHITATIoiv. 
(1) Except as provided in paragraph (2). a return of any person 

with reslrect to his liability for tax, or any statement or other docu- 
ment iu support thereof, shall not be rousidered for yurposes of 
paragraphs (2) and (3) of sub. ectiou (a) ns a return, statement, 
or other. rlocumeut vvith respe&:t to another person. 

(2) For purposes of paragraphs (2) and (8) of subsection (a), 
a return of an estate or trust with respect to its liability for tax, 
and any statelneut or other docuuleut iu support thereof, shall be 
considered as a return, statement, or other document with respect 
to each beneficiary of such estate or trusi. . 

(c) REqUIRErrlENT oF IvFoRIIATIGN. — For purposes of this section, 
the Secretary or his delegate is authorized to require such information 
as may be necessary to assign an identifying number to any person. 
[Sec. 6109 as adrled by sec. 1(a), Act of Oct. 3, 1961 (Pub. Law 87 — 397, 
75 Stat. 828) [C. B. 1961-2, 348]l 

(I 1. 6109 — 1 IDENTIFYING NUHRERS. — (a) III ircircrrrh — (1) Besigrrrrtiorrs. — The 
identifying uumber prescribed bv this section for use bv an individual is termed 
an "account number". However, the identifying uulubcr prescribed for use by au 
individual engaged in a trade or business within the meaning of subparagraph 
(2) ot this paragraph, with respect to any trade or business, is termed an 
"employer identification nuluber". The identifying number prescribed for use 
by a person other than au individual is terlued an "employer identification num- 
ber". For definition of the term "account number', see $301. 7701 — 11 of this 
chapter (Regulations on Procedure and Administration). I'or definition of the 
term "employer identification nuluber", see $ 30L7701 — 12 of this chapter (Regula- 
tions on Procedure and Administration). I'or purposes of this section, an estate 
or trust is considered to be a person other thau an iudividual. 



313 [II 6109. 

(2) Trade or business. — For purposes of this section, an individual shall be 
considered to be engaged in a trade or business if any return is required to be 
filed by him with respect to his liability for any tax imposed by subtitle C, D, 
or E of the Code (other th;in a household employer's return on Form 042 or an 
employee representative's return on Form CT — 2 required pursuant i. o $ 81. 6011 
(e) — 1 or $ 81. 6011(a) — 2, respectively, of this chapter (Employmeni, Tax Regula- 
tions) ). 

(b) Use of numbers. — (1) Number of molter of relurii. — (i) Return uiitb 
respect to taz liability. — Every person required to make a return, statenient, or 
other document for any period commencing after December 81, 1061, with respect 
to his liability, or to matters relating to or dealing with his liability, for 
any tax imposed by subtitle A shall include his account number or his employer 
identification number, as the case may be, in any such return, statement, or 
other document filed after September 80, 1062. If such person is an individual 
engaged in a trade or business within the meaning of this section, he shall 
include his account number in the return, statement, or other document, and 
shall also include his employer identification number in any Schedule C (Profit 
(or loss) froin Business or Profession) or Schedule F (Schedule of Farm Income 
and Expenses) filed as part of his individual income tax return. A. fiduciary or 
agent making a return, statement, or other document for another person shall 
include therein the identifying nuniber of such other person but not the identify- 
ing number of the person acting as fiduciary or agent. An income tax return or a 
declaration of estimated income tax filed jointly by a husband and wife need 
include the identifying number of only the husband except that the identifyin 
number of the wife shall also be shown if, for the taxable year covered by the 
return or declaration, the wife has- 

(e) Separate gross income of $600 or more, or $1, 200 or more if she has 
attained the age of 66 before i. he close of the taxable year, 

(b) Self-employment income, as defined in section 1402(b), or 
(c) Inconie (such as wages, dividends, or interest) paid to her otherwise 

than with her husband ii hich the payer thereof is required to report on a return 
or statement of information. 

(ii) The application of subdivision (i) of this subparagraph may be illus- 
trated by the following exaniples: 

Rzample (I). A, an individual, operates a store durin the year 1962 in 
ivhich he employs three assistants and from which he derives net earnings from 
self-eniployment of more than $400. In making his inconie tax return for the 
calendar year 1062, A includes his account number in the return foiun and in 
his report of self-employment income on Schedule SE, and his employer identifi- 
cation number in Schedule C on which he coniputes the profit or loss froin his 
business. 

Example (8). D, an incompetent, receives in 1062, $800 of income from in- 
vestments. D's guardian, E, is required to include in the income tax return 
filed for D on April 15, 1968, D's account number. E shall not include his own 
identifying number in such return. 

L&'~ample (8). X, an organization exempt from taxation under section i01(a), 
is required to file an annual return of informaiion on Form 900. In such return 
filed for the calendar year 1962, X is required to include its eniployer identifica- 
tion number. 

Example ($). A, an individual engaged in a trade or business within thc 
meaning of this section, dies on July 81, 1962. In his will, A provides that after 
the payment of certain specific bequests, the residue of his estate is to be held 
in trust for the benefit of his son, S. The adniinistration of A's estate is com- 
pleted on June 1, 1068, and the residue of the estate transferred to the trustee 
for S. The executor of A's estate is required to include the account number 
assigned to A in A. 's final income tax return (Icorrn 1040) and in A's report of 
self-employment income on Schedule SE and is required to include A's em- 
ployer identification number in Schedule C filed with the Form 1040. If the 
executor is required to file an income tax return (Form 1041) on behalf of the 
estate, he is required to obtain, and include therein, an employer identification 
number for the estate. If the trustee is required to file an income tax return 
(Form 1041) on behalf of the trust, he is required to obtain, and include 
therein, an employer identification number for the trust. See subparagraph 
(2) (iv) (b) of this paragraph for determining whether S's account number also 
should be included in the income tax return (Form 1041) of the estate or the 
trust. 
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E&zazzzplc (6). Brothers A, B, and C contribute the entire support of their 
mother in 1962. The brothers contribute the support in such a manuer that 
any one of the brothers could claim a deduction for the exemption of the uzother 
provided. a written declaration on Form 2120 (Multiple Support Declaration) 
from each of his brothers is attached to his inconze tax return. Since I'orms 
2120 must be filed to enable any of the brothers to claim a deduction, the ac- 
count, number of each brother making a Form 2120 must be included in su«h 
form. 

(iii) Retzzrn zcith, respect to anotlzer fzerson. Every person other than an 
individual not engaged in a trade or busiuess within the meaning of this section, 
who is required to make a return, statement, or other document with respect to 
another person for any period commencing after December 31, 1961, shall include 
his employer identification number in any such return, statement, or other docu- 

ent filed after September 30, 1962. Every individual not engaged iu a trade 
or business within the meaning of this section, who is required to make a return, 
statement, or other document with respect to another person for any period com- 
mencing after December 31, 1961, shall include his account number in any such 
return, statement, or other document filed after September 30, 1962. A fiduciary 
or agent making such a return, statement, or other documeut for another person 
shall include therein the identifving number of such other person and not his 
own identifying number. 

(iv) The application of subdivision (iii) of this subparagraph mav be ilhzs- 
trated by the following example: 

Example, M, the estate of a decedent, paid during 1963, $700 for rental of 
a warehouse. The employer identification number of the estate is required to 
be included in the Form 1096 and Form 1099 required to be filed in 1964 with 
respect to such payment. However, the person acting as executor shall not 
include his own identifying number in such forms. 

(v) Eaception. — Notwithstanding the provisions of subdivisions (i) and (iii) 
of this subparagraph, an individual who does not have an account number and 
who has not been requested by the Internal Reveuue Service to obtain one is 
not required to include an account number in any return, statement, or other 
document filed in 1962. 

(2) Nzznzber of person, zo(th, respect to zchonz retaz &z (a»zazle bp azzotber. — (i) 
General rale. — Except as otherwise provided in subdivision (ii) of this sub- 
paragraph, when a return, statement, or other document with respect to any 
person is required to be made by another person for any period commencing after 
December 31, 1962, the account number or the employer identification number, as 
the ease may be, of the person with respect to whom the return, statement, or 
other document is required to be made shall be- 

(a) Requested of such person by the person required to make such return, 
statement, or other docunzent; 

(b) Furnished by such person to the person required to make the return, 
statement, or other document; and 

(c) Included in the return, statement, or other document by the person 
required to make it. 

A request should state that the identifying uuznber is required to be furnished 
under authority of law. An individual who receives amounts of income in 
respect of which a return, statement, or other document is required to be made 
by the payer thereof, and zvhich is payable to the trade nazne of a sole proprietor- 
ship operated by him, shall furnish his employer identificatiou uumber to the 
payer of such amounts. If such individual is not required to secure an emplover 
identification number he shall furnish lzis account nunzber to the payer. When 
an amount is made payable to a fiduciary or agent for a nauzed or otherwise 
designated trust, estate, minor, incompetent, or other person, the identifying 
number of such trust, estate, etc. (clearly linked with the name of such trust, 
estate, etc. ), aud uot the identifying nuruber of the person acting as fiduciary 
or agent, shall be included by the payer in the return or statement of inforzna- 
tion made by hizn with respect to such payrneut. Iu the ease of elivideuds on 
stock made payable to a person other thau the record owner of the stock. the 
identifying number and name of the recorrl owner shall be included by the payer 
in the return or statement of information zzzade by him with respect to such 
dividends. 

(ii) Erceptio&z. — The ideutifying nunzber of a payee is not required to be in- 
cluded in anv return or statemeut with respect to paynzents made to such payee 
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if the total amount shown on such return or statement was paid to such payee 
prior to October 1, 1963. 

(iii) ltfuttiple payees. — When an information return or statement is required 
to be made by any person with respect i:o a payment made by him to more 
than one person, the identifying number of only one of such payees is required 
to be requested of such payees by the payer, furnished to the payer by such 
payees, and included by the payer (clearly linked with the name of the payee 
to whom it belongs ivhen the surnames are different) in the return or statement 
of information made by him with respect to such payment. When the multiple 
pavees are husband and wife, the a. ccount mimber of the husband shall be 
requested and furnished and shall be included by the payer in i, he return or state- 
ment of information made by him with respect to the payment. When the 
nuiltiple payees are an adult and a minor, the account number of the adult shall 
be requested and furnished and shall be included by the payer in the return or 
statement of information made by him with respect i. o the payment. 

(iv) 3teanin&g of terms. — (a) Yxcept as provided in (b) of this subdivision, 
the return of any person with respect to his liability for any tax imposed by 
subtitle A, or any statement or document in support thereof, is not considered 
a return, statement, or other document with respect to another person for 
purposes of this section. If any such return or supporting statement or docu- 
ment contains information with respect to another person, the identifying number 
of such other person shall not be requested or furnished, and shall not be 
included in such return, statement, or other document. For example, the identi- 
fying number of the doctor to whom an individual taxpayer has made a pay- 
ment for medical services shall not be requested or furnished, and shall not 
be included in the individual's income tax return even though the name of the 
doctor may be required to be furnished in support of the medical deduction. 
Similarly, the identifying number of a newspaper to which a manufacturing 
corporation has made a payment for advertising shall not be requested or fur- 
nished, and shall not be included in the corporaf, ion's incoine tax rei. urn. 

(b) The return of an estate or trust with respect to its liability for any 
tax imposed by subtitle A, and any statement or other document in support 
thereof, shall be considered as a return, statement, or other document with 
respect to each beneficiary of such estate or trust. Accordingly, the identifyfng 
number of each beneficiary whose name is required to be included in any such 
return or supporting statement or document shall be requested and furnished' 
and shall be included in such return or supporting document to identify such 
beneficiary. The term "beneficiary" includes heirs, devisees, and legatees. 

(v) Reneteal of requests for identifying numbers. — Where identifying num- 
bers are requested it ivill not generally be necessary to renew requests for 
identifying numbers unless the Internal Revenue Service subsequently requires 
that requests be renewed. 

(vi) The application of this subparagraph may be illustrated by the following 
examples: 

Eaample (I). During 1968, Corporation C pays $100 in dividends to A, an 
individual. The identifying number to be furnished the payer is A's account 
number and not A's employer identification number even if A has secured the 
latter as the result of, for exainple, operating a. sole proprietorship. 

Example (8). During 1968, Corporation C pays $100 in dividends to A 8; 
Company, a sole proprietorship operated by A. If such operation requires A to 
secure an employer identification number, the identifying number to be furnished 
to Corporation C is that employer identification number; otherwise it is A' s 
account nuinber. 

Example (8). A, an individual, dies February 28, 1964, owning among other 
income-producing property 1, 000 shares of common stock of X Corporation. In 
his will, A provides that, after the payment of certain specific bequests, B, his 
executor, shall transfer the residue of his estate to C, wh&& shall hold it in trust 
for the benefit of A's son, S. B qualifies as executor of the estate of A and 
secures an employer identification nuinber for the estate. B notifies X Corpora- 
tion of A's death, gives evidence of his qualification as executor, furnishes the 
employer identification number of the estate, and requests that dividends be 
paid to "B, executor for the estate of A", On June 3, 1964, B receives a cash 
dividend from X Corporation in the amount of $760. The administration of A' s 
estate is completed on Septeniber 30, 1964, and the residue of the estate is trans- 
ferred to C, trustee under the will of A. The residue of the estate includes the 
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cash dividend of $750 aml the X Corporati&m stock. C is required to obtain and 
furnish to B, and B is required to request, the employer identification number of 
the trust to be used in the income tax return (Form 1041) for the period k'ebru- 

ary 28, 1964 to Septeinber 80, 1964, filed by B. The X Corporation is required 
to include the euiployer identificatio nuniber of the estate on a k'orm 1099 filed 
with respect to the, '$760 dividend payment. 

Ezariip/c (li). A savings account is opened in the N Bank entitled "John aud 
Mary Clark in trust for Dennis Clark. " However, under State law a legal and 
valid trust was not created by this arrangement nor ivas a gift made of the 
account. Therefore, John and Mary Clark ivho are the parents of Dennis are the 
owners of the account. During the calendar year 1964, the M Bank credits this 
account with interest in the amount of $750. The Bauk should ask Mr. and Mrs. 
Clark for an identifying number, and Zohn Clark should furnish the Bank with 
his own account number because the $750 is income to him aud iMrs. Clark. The 
M Bank then should include this number in the Form 1099 which the Bank 
niust file with respect to the $750 interest. If a valid trust had been created 
under the State lavv, ihlr. Clark should furnish the Bank with the emplover 
identification number for the trust. 

Ezaniple (5). During calendar year 1964, Corporation Y pays dividends in 
the amount of $400 to ", lanies Jones, Custodian for Mary Zones, a minor, un&ler 
the Uniform Gifts to Minors Act of the State of R". The persons named are 
father and minor daughter. Y should ask James Jones for an identifying num- 
ber and, lames Zones should furnish the Y Corporation with the account number 
of Mary Jones for inclusion in the Form 1099 which Y niust file with respect to 
the $400 dividends paid. If BIary Jones has no account number, one must be 
obtained even ii' Mary Jones is not required to file any return in connection ivith 
this income. 

Example (6). During the calendar year 1964, the X Federal Savings and Loan 
Association credited dividends in the amount of 8600 to the savings account of 
"Maurice and Martha Milton, trustees for their minor son, Marvin Milton". The 
account is subject to the order of either trustee, but under this arrangement no 
taxable trust is created. The trustees are not subject to court order or any agree- 
ment. Under applicable State law, the savings account legally belongs to the 
child and the parents are not legally permitted to use any of the funds to satisfy 
their obligation to support the child. The Association should request that it be 
furnished an identifying nuuiber aud the trustees, or one of them, should furni. h 
the Association with the ideutifying number of Zlarviu Milton for inclusion in the 
Form 1099 which the Association must file ivith respect to the dividends in the 
aliloililt of $600. 

E~aiiip/e (7). During the calendar year 1964, the Z Corporation pays ciivi- 
dends iu the amount of $200 to "AVilliaui Stanley. trustee under deed of trust 
dated May 1, 1957, for the beuefit of Howard Patrick", an account registered in 
the Corporation's records as owning 400 shares of its couimon stock. For inconie 
tax purposes the trust is recognised as a separate entity. The Z Corporation 
should request that it be furnished an identifying number, and Mr. Stanley should 
furnish the Corporation with the eniployer identification number of the trust for 
inclusion in the Forin 1099 which the Corporation must file ivith respect to the 
$200 dividend. 

Example (8). During calendar year 1964, the X Corporatiou pays dividends 
in the amount of $1, 500 to the AA-. B Company, a Partnership ivhich is registered 
in the Corporation's records as the owner of 750 shares of its preferred stock. 
A. and B are officers of Bank Y. They were appointed by Y as noniinees to hold 
this stock. The stock is part of the corpus of a trust being aduiinistered bv Y 
for the benefit of Mr. C. The ideutifying nuinber to be furuished to the X Cor- 
poration by A&B Company is the eniployer identification nuniber of the ARB 
Company, and not the identifying number of Bank Y, the trust, or Mr. C. 

Example (9). In 1968, Corporation C pays $100 in dividends to John Doe and 
Mary Doe, as joint tenants with right of survivorship. If John and Mary are 
husband and wife, the identifying number to be furuished to Corporation C is 
the account number of John. If they are not husband and wife, and both are 
adults, the account nuniber of either may be furnished. If Mary is the minor 
daughter of John, the identifying number to be furnished is the account number 
of John. 

Ezariiplc (10). Iu 1968, Corporation C pays $100 in dividends to John Sinith 
and Mary Jones (two unmarried adult individuals) as tenants in common. The 
identifying nuinber to be furnished the payer is the account nuniber of either 
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Mr. Smith or Miss Jones. The number furnished must be clearly linked with the 
name of the payee to whom it belongs. 

Eaampte (11). C Corporation, which meets all the requirements of section 
1371(a) is an "electing snmll business corporal, ion" wit. hin the meaning of sec- 
tion 1371(b). In accordance with section 6037 and the regulations thereunder, 
C files a return on k'orm 1120 — S. This form is considered a return, stateinent, 
or other document made with respect to another person (C's shareholders) 
within the meaning of section 0109(a) (2) and (3). Accordingly the identifying 
numbers of C's shareholders should be requested and furnished, and included 
in the Form 1120 — S. 

(c) Applications. — (1) General, — An application for an identifying nuniber. 
shall be made in accordance with this paragraph by every person required under 
this section to include his identifying number in any return, stateinent, or other 
document required to be filed by birn or to furnish his identifying number to 
another person for i~elusion in any return, statement, or other document re- 
quired to be filed by such other person. However, any person who has an 
identifying number, either an account number or an eniployer identification 
number, assigned to him under provisions other than the regulations in this 
section shall not make application for another number of the sanie kind ur. der 
this section. A number so assigned is also prescribed for use in accordance 
with the requirements of this section. 

(2) Account number. — (i) Time for filing application. — (a) During 1968. — 
Application fornis for use in obtaining account numbers under this section will 
as far as possible be furnished without request, during 1902 to taxpayers needing 
nunibers. Any i~dividual so supplied ivith an application form shall comp!ete 
and file it in accordance with the instructions for such form. A taxpayer is not 
required under this section to file an applicaiion for an account number during 
1902 unless furnished with an application. 

(b) After 1908, — An individual needing an account number after 1962 shall 
file an application form in accordance with subdivision (ii) of this subparagraph 
far enough in advance of the first required use of such account nuniber t:o per- 
mit issuarice of thc nuniber in time for compliance with such requirement. 

(ii) Filing requirements. — Application for an account number shall be made 
on either Form SS — fi or Form 3227. An application form may be obtained from 
any district director, or any district office of the Social Security Administration. 
The application, together with any supplenientary statenient, shall be prepared 
in accordance with the form, instructions, and regulations applicable thereto, 
and shall set forth fully and clearly the data therein called for. The applica- 
tion shall be filed in accordance ivith the instructions on ihe forni. An account 
number will be assigned to the applicant in due course upon the basis of in- 
formation reported on the application. A card showing the nanie and account 
number of the individual to whom a number has been assigned will be fur- 
nished to the individual. 

(3) Employer irtentifrcation number. — Application for an employer identifica- 
tion number shall be made on k'orm SS — 4. Form SS — 4 will generally be furnished 
only on request and may be obtained from any district director, or any district 
otfice of the Social Security Administration. The application, together witli any 
supplementary statement, shall be prepared in accordance wit, h the form, instruc- 
tions, and. re ulations applicable thereto, and shall set forth fully and clearly 
the data therein called for. The application shall be signed by (i) the individual, 
if the person is an individual; (ii) the president, vice president, or other prin- 
cipal officer, if the person is a corporation; (iii) a responsible and duly authorized 
member or otficer having knowledge of its atfairs, if the person is a partnership or 
other unincorporated organization; or (iv) the fiduciary, if the person is a 
trust or estate. The application for an employer identification number should be 
filed approximately one month in advance of the first required use of the number 
to permit issuance of the number in time for compliance with such requirement 
The application shall be filed with the district director with whom the applicant 
is required to file his income tax return or with whom the applicant would be 
required to file an. income tax return if such a return were required of him. An 
employer identification number will be assigned to the applicant in due course 
upon the basis of information reported on the application. 

(d) rYonresident aliens. — This section shall not apply to nonresident aliens 
not engaged in trade or business within the United States or to foreign corpora- 
tions not engaged in trade or business within the United States and not having 
an office or place of business or a fiscal or paying agent in the United States. 



(j 6109. ] 318 

(e) Pe»atttt. — For penalty for failure to supply identifying number, see section 
6676 and rj 301. 6676-1 of this chapter (Regulations on Procedure and Administra- 
tion). 

Employment Taxes 
(26 CFR Part 31) 

PAR. 9. In paragraph (a) of $ 81. 0 — 2, subpai agraphs (10) and (11) 
are amended to read as follows: 

(& 31. 0 — 2 GENERAL DEFINITIGNs AND TJBE QF TEB. '~fs. — (a. ) In ye&&eral. 

(10) A. ccount number means the identifying number of au employee assigned, 
as the case may be, under the Interual Revenue Code of 1964, under subchapter A 

of chapter 9 of the Internal Revenue Code of 1939, or under title VIII of the 
Social Security Act. See also &j 301. 7701 — 11 of this chapter (Regulations on 
Procedure and Administration). 

(11) Indentification number means the irlentifying uumber of an employer 
assigned, as the case may be, uuder the Internal Revenue Code of 1954, under 
subchapter A or D of chapter 9 of the Internal Revenue Code of 1939, or uuder 
title VIII of the Social Security Act. See also &j 301. 7701 — 12 of this chapter 
(Regulations on Procedure and Administration). 

PAR. 8. Section 81, 3409(f) (9) — 1 is amended by adding paragraph 
(d) as follows: 

(j 31. 3402(f) (2) — 1 IVITHHGIDING EXEIIPTIO&v cEBTIFIcATEs. 

(d) Inclusion of acco«»t n«&aber on «iitbboldi»g exe»&t&tio&r ce& tificate, — 
Every individual filing a withholding exemlition certificate with an employer 
shall include his accouut number on such certificate. 

PAR. 4. In paragraph (a) of $ 81. 6001 — 5, subparagraph (1) is 
amended to read as follows: 

cr 31. 6001 — 5 ADDITIGNAL REcoBDs IN CGNNEGTIGN wITH CGLLEUTIGN oF IN- 
COME TAx AT SoUBcr. ox lVAGEs. — (a) 

(1) The name and address of the eiuployee, and, after December 31, 1962, the 
account number of the employee. 

PAR. o. In $ 31. 6011(a) — 7 a new paragraph is added as follows: 

$ 31. 6011(a. ) — 7 EBEOUTIGN DF RETURNs. 

(d) Ret&u&. ti&ii& of irtcntifttint»i«»&bers. — I or provisious relating to the report- 
ing of identifying numbers on returns required under the regulations in this part, 
see &j 31. 6109-1. 

PAR. 6. In II 81. 6011 (b) — 1, paragraphs (a), (b), and (d) are 
amended to read as follovvs: 

rj 31. 6011(b) — 1 EMPLOYERS IDENTIFICATION &NUMBERS. — (a) Itcqui&. enrent of at&- 

I&i(cation. — (1) In ye&&erat. — (i) Befo&e October I, 1962. — Except as provided in 
paragraph (b) of this section, every emplover who on any day after Deceiuber 31, 
1934, and before October I, 1962, has iu his eniploy oue or uiore individual, : 
in employment for v ages subject to the taxes imposed l&y ihe Federal Insurance 
Contributions Act, but wlio prior to such rlay ueither has been assigned an 
identification nun&her uor has applied therefor, , hall make au application on 
I'orm SS — 4 for au identification number. 

(ii) On or after October I, 1962. — Except as provided iu paragraph (b) of 
this section, every employer vvho on any day after September 30, 1962, has in 
his employ one or more individuals iu eruploymeut for wages vvhich are subject 
to the taxes imposed by the Federal Insurance Coutributious Act or which are 
subject to tlie withholding of incoiue tax from wages under section 3402, but 
who prior to such day neither has been assigned au irlentificatiou nuuiber nor 
has applied therefor, shall make au applicatiou on Form YS — 4 for an irleiitifi- 
cation numb& r. 

(iii) 3Ictkort of ui&piicatio». — The application, together with any supplenien- 
tary stateaueut, shall be prepared in accordance witli the form, instructions. and 
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regulations applicable thereto, and shall set forth fully and clearly the data 
therein called for. I&'orm SS — 4 may be obtained from any district director, or 
any district office of the Social Security Administration. The application shall 

fi'led u ith the district director with whom the einployer will file returns 
pursuant Lo N) 81. 6091 — 1, or with the nearest district office of the Social Security 
Administration. The application shall bc signed by (a) the individual, if the 
employer is an individual; (b) the president, vice president, or other principal 
otficer, if the employer is a corporation; (c) a responsible and duly authorized 
meinber or ofhcer having knowledge of its affairs, if the employer is a partner- 
ship or other unincorporated organization; or (d) the fiduciary, if the employer 
is a trust or estate. An identification number will be assigned to the employer 
in due course upon the basis of the information reported on the application 
required under this section. 

(2) Time for fiHng I&'orm SS — II. — The application for an identification number 
shall be filed on or before the seventh day after the first payment of wages to 
which reference is made in subparagraph (1) of this paragraph. F&or provisions 
relating to the time when wages are paid, see &j 81. 8121(a) — 2 and paragraph 
(b) oi' rs 81. 8402(a) — l. 

(b) Employers u'lio are assigned identification numbers unthout application. — 
An identification number may be assigned, ivithout application by the employer, 
in the case of an employer who has in his employ only employees who are en- 
gaged exclusively in the performance of domestic service in his private home 
not on a farm operated for profit (see &j 81. 8121(a) (7) — 1). If an identification 
number is so assigned, the employer is not required to make an application on 
Form SS — 4 for the number. 

(d) Use of identification number. — The identification number assigned to an 
employer (other than a household employer referred to in paragraph (b) of this 
section) shall be shown in the employer's records, and shall be shown in his 
claims to the extent required by the applicable forms, regulations, and instruc- 
tions. For provisions relating to the inclusion of identification numbers in 
returns, statements on Form W — 2, and depositary receipts, see $ 81. 6109 — 1, 

PAII. 7. In $ 81. 6011(b) — 9, subparagraphs (1) and (o) of paragraph 
(a) are amended, and a new subpa, ragraph is added to paragraph (b), 
as follows: 

e& 81. 6011(b) — 2 EMPIOYKEs AccoIJNT NUMBRRs. — (a) Pi, e&luirement of applica- 
tion. — (1) In general. — (i) Before November I, 1962. — Every employee who on 
any day after December 81, 1954, and before November 1, 1962, is in employment 
for wages subject to the taxes iinposed by the Federal Insurance Contributions 
Act, but who prior to such day has neither secured an account number nor made 
application therefor, shall make an application on Form SS — 5 for an account 
nuinber. 

(ii) On or after November I, 1962. — E&'very employee who on any day after 
October 81, 1962, is in employment for ivages which are subject to the taxes im- 
posed by the Federal Insurance Contribui. ious Act or which are subject to the 
withholding of income tax from wages under section 8402, but who prior to such 
day has neither secured an account number nor made application therefor, shall 
make an application on. I&'orm SS — 5 for an account number. 

(iii) Itfetliod of application. — The application shall be prepared in accordance 
with the form, instructions, and regulations applicable thereto, and shall sct 
forth fully and clearly the data therein called for. The employee shall file the 
application with any district ofiice of the Social Security Administration or, if the 
employee is not working within the United States, with the district office of the 
Social Security Administration at Baltimore, Maryland. I&'orm SS — 5 may be ob- 
tained from any district oflice of the Social Security Administration or froni 
any district director. An account number will be assigned to the employee by 
the Social Security Administration in due course upon the basis of information 
report. ed on the application required under this section. A card showing the' 
name and account nuinber of the employee to vvhom an account number has been 
assig'ned will be furnished to the employee by the Social Security Administration. 

(2) Time for filing Form SS — 5. — The application shall be filed on or before 
the seventh day after the occurrence of the first day of employinent to which 
reference is made in subparagraph (1) of this paragraph, unless the employee 
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leaves the employ of his employer before such seventh day, in which case the 
application shall be filed on or before the date on ivhi& h the employee leaves the 
euu&loy of his employer. 

(b) Duties of e»zgloycc zczlh respect to his uc&»»&zt «R»ibc&. — "' 

(3) I& zzrzzzshz&zg of accn«at nzz&rz(&cr b&y c»»&lo»icc to &:&«I&loge&, — See f 31. 6109 — 1 
for additional provisions relatiug to the furnishing of an account nun&her by the 
employee i, o his eniployer. 

PAR. 8. In [l 31. t&051 — 1, subpaxagraph (1) (i) (5) of paragraph (a) 
is amended, subparagraph (8) of p~aragraph (d) is deleted, and a new 
paragraph is adcled, as follows: 

g 31. 6061 — 1 STATEI&ENTS ros FMPLOYEES. — (a) Rc&&«i&&»ze&&t if z&&uges are s»l&- 

j cot to z&:ithholding of i&z&, 'o»ze tus:. — (1) General rz&lc. — (i) 
(h) The name and address of the employee, an&i i&is;ocial security account 

number if wages as defined in section 3121(a) have been paid or if the Forni 
AV — 2 is required to be furnisned to the employee for a period comniencing after 
De& euiber 31, 1962, 

(e) G&&ass references. — For pr&zvisions ref&ting to the penalties provided for 
the willful furnishing of a false or fraudulent stateuieiit, or for Ihe willful failure 
to furnisli a state&Deut, see S& 31. 6674 — 1 and sectiou 7204. For additional pro- 
visions relating to the inclusi&m of identification numbers and account numbers 
in statenients on Icorui W — 2, see s&31. 6109 — 1. lcor provisions relating to the 
penalty for failure to report an identification uumber or an account number, as 
required by &S31. 6109 — 1, see $ 301. 0676 — 1 of this chapter (Regulations on Pro- 
cedure and zzdministration) . 

PAix. 0. Immediately after 8'31. (&101 — 1 there is inserted the follow- 
ing: 

31. 6109 STATUToRY PRovIsIoN8; IDENTIFYIN&. Xvx&BEKB. 

HEC. 6100. IDEVTIFYIiVG VI. 'MBKRH. 
(a) SUPPI YxNo oF IDENTIFYING XUMBEKs. — 0 li&'n 1'&. quired by regula- 

tions prewribed by the Secretary &&r his delegate: 
(1) INOI. vsxoN xN KETvRNs. — Any person required under the au- 

thority of this title to znalze a return, statement, or other docuinent 
shall include in such return, st;itement, or other document such iden- 
tifvin, nuniber ss may ) e prescribed for se&. uring proper identifica- 
tion of such person. 

(2) FURlvIsHING NUIIBER To oTHER PERsoNs. — Auy 1)el'soli ivlth 1'e- 
spect to ivhoni a return, statenient, or other docuinent is required 
under the authority of this title to be made by another person shall 
furnish to such other person such identifving nuniber as may be 
prescribed for se& uriiig his proper identiilcation. 

(3) FvRNxsnxNG NUMBER or' zNGTIIER PEKsoN. — Any persou re- 
quired under tile authority of this title to iual&e a return, state&Deut, 
or other docuuient with resl)ect to another per. &m shall request froni 
such other person, and shall inciude iu auy, &i& h return, statemeut, 
or other document, such idcntifyiug nuinl&er as niay be prescribed for 
securing proper identificatio of Knell other pers&m. 

:t 

(c) REGUIREAIENTs oF INl oREIATIGN. — k or pm'p& e of this section, 
the Secretary or his delegate is authorized to require such infonua- 
tion as may be ne&. essary to assign an identifying nuniber to any 
person. 
[Sec. 6109 as added by sec. 1(a), Act of &)ct. 3. 1061 (Pub. I. aiv 87 — 397, 
76 Stat. 828 [CR. '3061-2, 348))] 

z) 31. 6109 — 1 SUPPLYING OF IDENTIFYING VUIIBERS. — (a) Idc&ztificutio&z»«»z- 
ber. — The identification number assigned to an employer (other than a liouse- 
hold eiuployer referred to in para rapli (b) of S& 31. 6011(b) — 1) shall be slloivn 
in returns, statements on Form I&U — 2, and depositary receipts made by the em- 
ployer, pursuant to the regulations iu this part, for auy period ending after 
Heptember30, 1002. 
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(b) Account n»mber. — (1) Employee to furnisb to employer. — An employee 
to whom a st:itement on Form W — 2 is required to be furnished for any period 
commencing after 1)ecember 31, 1962, shall furnish his account nuniber to each 
einployer required to furnish such statement to him. For additional provisions 
relating to the furnishing of account numbers by employees to employers, see 
paragraph (b) of $ 31. 6011(b) — 2. 

(2) Use of account »»mbcr by &mployer. — Each statement required to be 
furnished to an employee on Form W — 2 for any period commencing after Decem- 
ber 31, 1962, shall show the account number of the employee. For additional 
provisions relating to requirements for furnishing a statement on Inf orm W — 2, see 
) 31, 6051 — l. 

(3) Use of accoiint number by employee representative. — An emplovee repre- 
sentative shall include his account number on any return on Form CT — 2 made 
by him, pursuant to paragraph (a) (2) of $ 31. 6011(a) — 2, for any period coru- 
mencing after September 30, 1962. 

(c) Procedure for applying for identifying n»i»her. — (1) Identipcation n»»l- 
ber. — Every employer who has not been assigned an identification number, and 
who is not otherwise required by $ 31. 6011(b) — 1 to make application therefor, 
shall make an:ipplication on Form SS — 4 for an identification number. For pro- 
visions relating to the procedure to be folloived in applying for an identification 
number, see paragraph (a) of $ 31. 6011(b) — l. 

(2) Account »ui»bcr. — Ar. employee representative ivho h:is not been assigned 
an account number, and who is not otherwise required by () 31. 6011(b) — 2 to 
make application therefor, shall make an application ou Form SS — 5 for an ac- 
count number. The application shall be filed on or before the last day of the 
first calendar quarter, beginning after September 30, 1962, for ivbich the em- 
ployee representative is required to nialre a return on k'or n CT-'. For provisions 
relating to the procedure to be followed in applying for an account number, see 
paragraph (a) (1) of $ 31. 6011(b) — 2. 

(d) Penalty. — For provisions relating to the penaltv for failure to supply an 
identification number or an account number, as required by this section, see 
$ 301. 6676 — 1 of this'chapter (Regulations on Procedure and Administration). 

Excise Tax on Ipse of Certain Highway Motor Vehicles 
(26 CFR Part 41) 

PAIL 10. Immediately af(, er $ 41. 6101 — 1 there is inserted the 
following: 

$ 41. 6109 STATUTGRY PRovISIGNs; IDENTIFYING NUMBERs. 

SEC. 6109. IDENTIFYING NUMBFRS. 
(a) SUBFI YING oF IDENTIFYING NUMBERs. — When required by regula- 

tions prescribed by the Secretary or his delegate: 
(1) INOI. UsroN IN RETURNs. — Any person required under the au- 

thority of this title to inake a return, statement, or other documeut 
shall include in such return, statement, or other document such 
identifying number as may be prescribed for securing proper identi- 
fication of such person. 

(c) REQUIREMENT oF INFDRMATIGN. — Foi'. purposes of this section, 
the Secretary or his delegate is authorized to require such information 
as may be necessary to assign an identifying number to any person. 
t Sec. 6109 as added by sec. 1(a), Act of Oct. 5, 1961 (Pub. Law 87 — 397, 
75 Stat. 828 [C. B. 1961-2, 348]). ] 

f 41. 6109 — 1 EMrroYER IDENTIFIOATIGN NUMBERS. — (a) Requirement of appli- 
cation. — (1) In general. — An application on Form SS — 4 for an employer identi- 
fication number shall be made by every person in whose name a hi hway motor 
vehicle is registered at a time, after September 30, 1962, when a taxable. use 
of such vehicle occurs, but who prior to such tiine neither has been a. ssigned 
an employer identification number nor has applied therefor. The application, 
together ivith any' supplementary statement, shall be prepared in accordance 
with the form, instructions, and regulations applicable thereto, and shall set 
forth fully and clearly the data therein called for. Form SS — 4 niay be obtained 
froin any district director. The application shall be filed ivith the district di- 
rector with whom returns required pursuant to $41. 6011(a) — 1 will be filed 
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by the person who is required to make the application. The application shall 
be sigued by (i) the individn:il, if the»erson is an individual; (ii) the presi- 
dent, vice president, or other prin«ipal officer, if the person is a corporation; 
(iii) a responsible a&id duly authorized meinber or ofiicer having knoivledge of 
its affairs, if the person is a partuership or other unincorporated organization; 
or (iv) the fiduciary, if the p«rsou is a trust or estate. An employer identi- 
fication number will be assigned to the person in due course upon the basis of 
information reported on the application required uuder this section. 

(2) Time jor )ffieg Fo&ra&. SS — fj. — The application for an employer identification 
number shall be filed on or before the seventh &lay after the date of the first tax- 
able use, after Septeuiber 30, 1962, of a highway motor vehicle which is registered 
in the nanie of the person who is required to niake the application. 

(b) Use of er»plop&'& iilc&&til&catio&& &&&&»&her. — The employer identification uum- 
ber assigned to a person liable for the tax inn&osed by section 4481 shall be shown 
in any return, statenieut, or other docuiuent made by such person for anv period 
comnicncin after June 30, 1963. 

(c) C& ops & & fe& r aces. — For the definition of the term "employer identification 
nuniber", see (& 301. 7701 — 12 of this chapter (Regulations on Procedure and Ad- 
ministration). For provisions relating to the penalty for failure to include the 
employer identification number in a return, statement, or other docuinent, see 
&] 301. 6(176 — 1 of this chapter (Regulations on Procedure anil Administration). 

Miscellaneous Stamp Taxes 
(26 CFR Part 45) 

PAN. 11. Immediately after ( 4o. (]]01 — 1 there is inserted the follow- 
ing: 

6109 STETUToBY PBQVISIGNs l IDENTIEYING Nv&BEBB. 

SEC. 6109. 1DEiVTIFYIiVG Nl)'61RERS. 
(a) Svrri. TING OF IDENTIFYING NUIIBEks. — XVheu required by regula- 

tions prescribed by the Secretary or his delegate: 
(1) INci. vsioN IN BETUBNs. — Any person required under the au- 

thority of this title to make a return, statement, or other document 
shall in«lude in such returu, stateuient, or other docuinent sucli 
identifying munber as niay be prescribed for se«uring proper identi- 
fi&ati&ll& of silcll pel soll. 

(c) REQUIBEI&KN'f OF INFGBMBTIGN. — For purpo. es of this section, the 
Secretary or his delegate is authorized to require such information as 
may be necessary to assign an identifying n&uuber to any person. 
[Sec. 6109 as added by sec. 1(a), A& t of O«t. 5, 1961 (Pub. Law 87 — 397, 
75 Stat. 828 [C. B. 1961-2, 348] )] 

&) 45. 6109 — 1 EIIPLGYKB 1DENTIFIcxTION NUMBEBs. — (a) Req&&». e»&e»t of apph- 
c«tion. — (1) I» fjc&&e&al. — Au applicatioii &m Form SS — 4 for an eniployer identi- 
fication number shall be made by every person ivho, at any time after September 
30, 1962, performs any act with respect to ivhi«h a tax is in&posed by section 4461, 
4471, 4821, or 4841, but who prior to such time ueither has been assigned an 
employer identification nuuiber uor has alq&lied therefor. The application, 
together with any supplen&entary statement, shall be prepared in accordance 
with the form, instructions, and regulations applicable thereto, and shall set 
forth fully and clearly the data therein «ulled for. lcorni SS — 4 niay be obtaiued 
froiu any district director. The application shall be filed ivith auy district 
director with ivhom a return on Form 11 or Forui 11 — R will be filed by the 
person who is required to make the applicatiou. The application shall be 
signed by (i) the individual„ if the pers&m is au individual; (ii) the president, 
vice president, or otlier principal officer, if the person is a corporation; (iii) a 
responsible and dulv authorized member or officer having knovvled e of its affairs, 
if the person is a partnership or other uuincorporatcd organization; or (iv) the 
fiduciarv, if the person is a trust or ezt:ite, Au euiployer identification number 
will be assigned to the person in due course upon the basis of inforiuatiou re- 
ported on tlie alq&li«ation required unde. this sc&Tioii. 

(2) Ti»«. for fili»p For»& SS-$. — The application for an employer identifi- 
cation nuuiber sb;ill be filed ou or before the seventh day after the date of 



[( 6109. 

performance, by the person ivho is re&iuired to uiake the application, . of the fiE t 
act after Sel&tember 30, 100&, with respe&. t to ivhich tax is inn&ose&l by, Peti&&n 
4461, 4471, 4&&2&I, or 4S-&1. 

(b) Use of &'»&Din ye& i dc» t i fioat o»» u»& t&c&'. — Tlie en&ployer i&lentificati&ni 
numb&r assigned to a person liable for the tax inn&o, ed by sectioii 4461, 44&1. 
4821, or 4&&ll shall be . howu in auy returu. Statement, or other &locunieut iua&h 
by such person f&&r Guy period coinmen«ing after J&u&e 30, 1063. 

(c) 0»&' && »&&& 1&&. '&' t&&'r ta&»a yc&'. — Each taxpayer shall Iuake application for, 
and shall be assigned, ouly one einplover identification nuniber, regar&lless of 
the nuiuber of places of bu, iness for which tlie taxpay& r is required to file 
Form 11 or Forni 11 — B. 

(d) Cross rcfc& c»& es. — For the deiinition of tlie term "eniployer identification 
number", see &s 301. 7701 — 12 of t'his chapter (Regulations on Procedure a&i&1 

Administration). For provisions relating to tlie penalty for. failure to include 
the employer identification nuniber in a return, statenicnt, or other &locuuient. 
see &s 301. 6676 — 1 of this chapter (Regulations on Procedure and Adniinistratiou). 

Regulations Relating to Miscellaneous Excise Taxes Payable by Return 
(26 CFR Part 46) 

PAII. 1'&. Immediately after I) 46. 6101 — 1 there is inserted the 
following: 

&& 46. 6100 8TATUTGRY PRovIsIGNs; IDENTIFYING NUIIBEBs. 

SEC. 6100. IDENTIFYING NUMBERS. 
(a) SUPPLYING QF IDENTIFYING NUI&BERs. When required by regula- 

tions prescribed by the 8ecretary or his dele ate: 
(1) INcLUsloN IN RETURNs. — Ailv person required under the au- 

thority of this title to niake a return, statemeut, or other document 
shall include in such returu, statement, or other document such 
ideutifying number as may be prescribed for securing proper ideuti- 
ficatiou of such person. 

(c) REqUIREIir;NT oF INFORIIATION. — For purposes of this section, the 
Secretary or his delegate is authorized to require such infor&n&stion 
as may be necessary to assign an identifying number to any persou. 
[Sec. 6100 as added by sec. 1(a), Act of Oct. 5, 1061 (Pub. Law 87 — 307, 
76 Stat. 828 [C. B. 1061 — 2, 348] ) ] 

&i 46, 6100 — 1 EI&PIGYKR IDENTIFIcATIGN NUMBERB. — (a) Re&tuire»&e»t of a»»li- 
catio». — (1) I», Gc»c&a/. — An application on Form 88 — 4 for an euiployer identi- 
fication nuniber shall be made by every persou who, at any time after Septeuiber 
30, 1062, performs any manufacturing or processing operation with respect to 
which a tax is imposed by section 4&i01(a) or 4611, but who prior to such time 
neither has been assigued an employer identificatiou uuuiber nor has applied 
therefor. The application, together with any suppleinentary statement, slian 
be prepared in accordance with the form, instructions, and regulations ap»li- 
cable thereto, and shall set forth fully and clearly the data therein called for. 
Forui SS — 4 may be obtained irom auy district director. The application, hall 
be filed with any district director with whom returns on Form 720 will be fiilcd 
by the person who is required to make the applicatiou. The application shall 
be sigued by (i) the individual, if the person is an individual; (ii) the presideut, 
vice president, or other principal officer, if the person is a corporation; (iii) a 
responsible and duly authorized meniber or ofii«er having knowledge of its 
a(fairs, if the pers&m is a partnership or other unincorporated organization; or 
(iv) the fiduciary, if the person is a trust or estate. Au employer identificatiou 

I&un&ber will be assi ned to thc person in clue course upon the basis of informa- 
tion reported on the application required under this section. 

(2) Ti»&e fo&- fiti»&t Fo»u SS — q&. — The application for an eiuployer identifica- 
tion uuuibcr shall be fiile&l ou or before the seventh day after the date &&f 

perforniancc by the person who is required to mal-e the application, of the first 
manufacturing or processing operation after Septeniber 30, 1062, ivith respect 
to which a tax is imposed bv section 4601 (a) or 4, &11. 

(b) Use of e»iploye& (dc&it ificat io'n. » u»& t&& &. — The eniployer i&lentifii&;itioii 
nuuiber assigned to a person liable for the tax imposed by section 4601(a) or 

S & 4024 ' — SS — 22 
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4511 shall be shown in any return, statement, or other document made by such 
person for any period conimencing after September 80, 1962. 

(c) Cross references. — For the definition of the term "employer identification 
number", see j 801. 7701 — 12 of this chapter (Regulations on Procedure and Ad- 
ministration). I&'or provisions relat, ing to the penalty for failure to include the 
employer identification number in a return, statement, or other document, see 
) 801. 6676 — 1 of this chapter (Itegulations on Procedure and Administration). 

PAR. 13, In f 46. 6302(c) — 1, subparagraph (3) of paragraph (a) is 
deleted. 

Manufacturers and Retailers Excise Taxes 
(26 CFR Part 48) 

PAR. 14. Immediately after $48. 6011(c) — 1 there is inserted the 
following: 

$ 48. 6109 STATUTGRY PRovISIGNs; IDENTIFYING NUMBERS. 

SEC. 6109. IDENTIFIINO NIIMBERS. 
(a) SUPPLYING oF IDENTIFYING NUMBER8. — When required by regula- 

tions prescribed by the Secretary or his delegate: 
(1) INCI. UsioN IN RFTURNs. — Any person required under the 

authority of this title to make a return, statement, or other docunient 
shall include in such return, statement, or other document such 
identifying nuinber as may be prescribed for securing proper identi- 
fication of such person. 

(c) REGUIREMENT oF INFCRMATIGN. — For purposes of this section, the 
Secretary or his delegate is authorized to require such information as 
may be necessary to assign an identifying number to any person. 
[Sec. 6109 as added by sec. 1(a), Act of Oct. 5, 1961 (Pub. Law 87 — 897, 
75 Stat. 828 [C. B. 1961-2, 848])] 

$ 48. 6109 — 1 EMPLoYER IDENTIFIOATIGN NUMBERs. — (a) Requirement of ap- 
plication. — (1) In general. — An application on I&'orm SS — 4 for an employer 
identification number shall be made by every person who, at any time after 
Septeniber 80, 1962, mal-es a sale of an article with respect to which a tax is 
imposed by chapter 81 or 82 of the Code, but who prior t. o such time neither bas 
beeu assigned an employer identification number nor has applied therefor. The 
application, together with any supplementary statenient, shall be prepared in 
accordance with the form, instructions, and reg'ulations applicable thereto, and 
shall set forth fully and clearly the data therein called for. Form SS — 4 may be 
obtained from any district director. The application shall be filed with the 
district director with whom returns on I&'orrn 720 ivill be filed by the person who 
is required to make the application. The application shall be signed by (i) the 
individual, if the persoii is an individual; (ii) the president, vice president, or 
other principal officer, if the person is a corporation; (iii) a responsible and 
duly authorized member or oflicer having knowledge of its affairs, if the person 
is a partnership or other unincorporated organization; or (iv) the fiduciary, if 
the person is a trust or estate. An employer identification number will be 
assigned to the person in due course upon the basis of information reported on 
the application required under this section. 

' 

(2) Time for filing Form 8S — $. — The application for an employer identifica- 
tion nuinber shall be filed on or before the seventh day after the date of the 
first sale of an article, after September 80, 1962, with respect to which a tax 
is imposed by chapter 81 or 82 of the Code. 

(b) Use of employer i&fentiffcation number. — The employer identification num~ 
ber assigned to a person liable for a tax imposed by chapter 81 or 82 of the Code 
shall be shown in any return, statement, or other document made by such person 
for any period commencing after September 80, 1962. 

(c) Cross references. For the definition of the term "employer identification 
number", see $ 801. 7701 — 12 of this chapter (Regulations on Procedure and Ad- 
ministration). For provisions relating to the penalty for failure to include the 
employer identification number in a return, statement, or other document see 
lt 801. 6676 — 1 of this chapter (Regulations on Procedure and Administrat. ion). 
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Facilities aud Services Excise Taxes 
(26 CFR Part 49) 

PAI. . 15. Immediately after $ 49. 4987 — 1 there is inserted the 
following: 
SUBPART G — REFUNDS AND OTIIER ADMINISTRATIVE PROVISIONS OF SPECIAL AP- 

PLIcATIov To I AcILITIEs AND SERvlcES TAxzs 
&& 49. 6109 STATUTGRY PiiovlsloNs; IDENTIFYING Xi. IIBERs. 

SEC. 6109. IDEXTIFYIXG NUMBERS. 
(a) SUPPLYING oF IDENTIFYING XUI&BE&ls. When required by regula- 

tions prescribed by the Secretary or his delegate: 
(1) INULUBION Iv RETURNs. — Any person required under the au- 

thority of this title to make a return, statement, or other document 
shall include in such return, statement, or other document such 
identifying nmnber as inay be prescribed for securing proper identi- 
fication of such person. 

(c) REQUIREIIEvT OF INFQRMATIoN. — Fol' pill'poses of 'this section, 
the Secretary or his delegate is authorized to require such information 
as may be necessary to assign an identifying number to any person. 
[Sec. 6109 as added by sec. 1(a), Act of Oct. o, 1961 (Pub. Law 37 — 397, 
7o Stat. 823 [C. B. 1961 — 2, 348] ) ] 

&& 49. 6109 — 1 EMPLCYER IDENTIFIcATIo'v XUIIBERs. — (a) Re&I»i&-ement of Qp- 
plication. . — (1) In, gone&aL — An application on Foriu SS — 4 for an employer 
identificatiou number shall be made bv every person Ivho, at anv tinle after 
September 80, 1962, receives a payment for a facility or service with respect 
to which a tax is iniposed by chapter 33 of the Code, but who prior to such tiine 
neither has been assigned an employer identification number nor has applied 
therefor. The application, together with any supplementary statement, shall 
be prepared in accordance Ivith the form, instructions, and regulatious appli- 
cable thereto, and shall set forth fully and clearly the data tlierein called for. 
Form SS — 4 may be obtained from any district director, The application shall 
be filed with the district director with whom returns oii For&n 720 Ivill be filed 
by the person who is reqilired to make the application. The application shall 
be signed by (i) the individual, if the person is an iudividual; (ii) the president, 
vice president, or other principal oflicer, if the person is a corporation; (iii) a 
responsible and duly authorized member or oificer having knowledge of its af- 
fairs, if the person is a partnership or other unincorporated organization; or 
(iv) the fiduciary, if the person is a trust or estate. An employer identificatio~ 
number will be assigned to the person iu due course upon the basis of informa- 
tion reported on the application required under this section. 

(2) Time for filing Form SS — $. — The application for an employer identifica- 
tion number shall be iiled on or before the seventh day after the date of the 
first receipt of a paymeut, after Septeinber 30, 1962, for a facility or service 
with respect to which a tax is iinposed by chapter 83 of the Code. 

(b) Usc of e»&pioyc& i&icntijicaiio&i »»»&I&e&v — The identification nllmber as- 
signed to a persou liable for a tax imposed by chapter 33 of the Code shall be 
shown iu any return, statement, or other documeut made by such person for 
any period coininencing after Septeinber 30, 1962. 

(c) Crow &. cfe&. cnccs. — For the definition of the teria "employer identifica- 
tion number", see $ 301. 7701 — 12 of this chapter (Regulations on Procedure anti 
Administration). For provisions relating to the peualty for failure to inclmle 
the employer identification number in a return, statenient, or other document, 
see && 301. 6676 — 1 of this chapter (Regulations on Procedure and Administration). 

]machine Guns and Certain Other Firearms 
(26 CFR Part 179) 

PAR. 16. 96 CFR Part 179, Machine Guns and Certain Other Fire- 
arms, is amended by inserting inlnleditltely after $ 179. 52, three nelv 
sections as follows: 

&& I & 9, &2a EMPIGYER IDENTIFIcATIGN XUMBER. — The emplover identification 
nunlber (defined at '&6 CFR 301. 7701 — 12). of the taxi&Dyer who has been as- 
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signed s'uch a number shall be showu on each Form 11, including amended 
Forin 11, filed pursuant to the provisions of this part for any period commencing 
after September 60, 1962. Failure of the taxpayer to include his employer iden 
tification number on Form ll may result in assertion aml collection of the penalty 
specified in 26 CFR 801. 6676-1. (75 Stat. 828; 26 U. S. C. 6109, 6676. ) 

(l 179. 52b APPLIOATICN FoR EMPLDYKR IDKNTIFIcATICN NUMBER. — (a) An em- 

ployer identification number will be assigned pursuant to application on Form 
SS — 4 file& by the taxpayer. Form SS — 4 may be obtained from the district 
director with whom the Form 11 is required to be filed. 

(b) An application on I&'orm SS — 4 for an employer identification number 
shall be made by every taxpayer who file a return on Form 11 before October 1, 
1962, for the period ending June 80, 1968, and who has neither secured an 
employer identification nuiiiber nor made application therefor prior to October 1, 
1962. Such application on I&'orin SS — 4 shall be filed on or before October 8, 1962. 

(c) An application on Forin SS — 4 for an employer identification number shall 
be niade by every taxpayer whose first return on I&'orm 11 is filed on or after 
October 1, 19(i2 but who prior to the filing of such first return on Form 11 has 
neither secured a. n employer identification number nor made application therefor. 
Such application on Form SS — 4 shall be filed on or before the seventh day after 
the date on which such first return on Form 11 is filed. 

(d) Each taxpayer shall make application for and shall be assigned only one 
employer identification number, regardless of the number of places of business 
for which the taxpayer is required to file Form 11. (75 Stat. 828; 26 U. S. C. 6109. ) 

f 179. 52c ExRCUYioN or I!'oBM SS — 4. — The application on F&orm SS — 4, together 
with any supplementary statement, shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set forth fully 
and clearly the data therein called for. The application shall be filed with any 
district director with whom a return on F&orm 11 will be filed by the person who 
is required to make the application. The application shall be signed by (a) the 
individual, if the person is an individual; (b) the president, vice president, or 
other principal ofiicer, if the person is a corporation; (c) a responsible and duly 
authorized member or ofiicer having knowledge of its affairs, if the person is a 
partnership or other unincorporated organization; or (d) the fiduciary, if the 
person is a trust or estate. (75 Stat. 828; 26 U. S. C. 6109. ) 

Liquor Dealers 
(26 CFR Part 194) 

PAlt. 17. 26 CFR Part 194, Liquor Dealers, is amended as follows: 
(A. ) Section 194. 106 is amended as follows: 
(1) By renumbering paragraphs (d), (e), and (f) as (e)i (f)i and 

(g), respectively; 
(2) By inserting, immediately after paragraph (c), the following 

new paragraph: "(d) The employer identification number (see 
$$ 194. 106a — 194. 106c);"; and 

(8) By changing the citation at the end of the section to read "(68A 
Stat. 732, 846; 75 Stat. 828; 26 U. S. C. 6011, 7011i 6109) ". 

(B) Hy inserting, immediately after $ 194. 106, three new sections 
as follows: 

$ 104. 106a EMPLCYER IDENTIFIcATIoN NUMBER. — The employer identification 
number (defined at 26 CI&'R 801. 7701 — 12) of the taxpayer who has been assigned 
such a number shall be shown on each Forin 11, including amended I orm 11, 
filed pursuant to the provisions of this part for any period commencing after 
September 80, 1962. I&'ailure of the taxpayer to include his employer identifica- 
tion number on Form 11 may result in assertion and collection of the penalty 
specified in 26 CFR 801. 6676 — 1. (75 Stat. 828; 26 U. S. C. 6109, 6676. ) 

$ 194. 106b APPLrcATICN I'CR EMPLCYRR IDENIFIcATICN NUMBER. — (a) An em- 
ployer identification number will be assigned pursuani, to application on Form 
SS — 4 filed by the taxpayer. I&'orm SS — 4 may be obtained from the district di- 
rector with whom the For. 'm 11 is required to be filed. 
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(b) An application on Forni 88 — 4 for an employer identification nuinber, hiill 
be made by every taxpayer ivho filed a return ou 1'Dim 11 before 0& tober 1, 
106", fur the period ending Junc, '30, 1063, and ivho has neither secured an em- 
ployer identification nuruber uor made application therefor prior to October 1, 
1062. Such applic;ition on Form SSM shall be filed on or before Octol&er 8, 1062. 

(c) An al&plic&iti&ru on 1 orni HH — 4 for au eniployer identifi& ation uumber . hall 
be made by every taxpayer ivhose first return ou 1orm 11 is filed on or after 
Octol&ei 1, 1062, but ivho prior to the filin ~ of such first return on Form Il has 
neither secured an employer identificatiou number uor made application therefor. 
Such application on k'orm HS — 4 shall be filed on or before the seventh dav after 
the date on &vhich such first return ou 1'oriii 11 is filed. 

(d) Each taxpayer shall Biake application for and shall be assigned only one 
empl&&yer identiiiciition number, regardless of the nuruber of places of busines; 
for ivhich the taxpayer is required to file Form ll. (76 Stat. 828; 26 U. S. C. 6100. ) 

i( 1'01. 106c ExEOUTION oF' Foaxi 88 — 4. — The appli&'ation on Form SS — 4, together 
with miy sulq&leuieniary statement, shall be prepared in accordance &vith the 
form, iustructions, and regulatious aiq&licable thereto, and shall set forth fully 
aml clearly the data. therein called for. The alqilication shall be filed with any 
district director with ivhom areturu on Form 11 will be filed by the person ivho 
is required tu make the application. The appli& ation shall be signed by (a) tlie 
individual, if the person is au iudividual; (b) the president, vice presideni. , or 
other prin& ipal &&fiicer, if the person is a corpora(i&&n; (c) a responsible and duly 
authorized uienfi&er or officer having knoivledge of its affairs, if the person is a 
partnership or other unincorporated org;&nization: or (d) the fiduciary, if the 
person is a trust, or e. tate. (7, & Stat. 828; '&&& l. '. H. C. 6100. ) 

Stills 
(26 CFR Part 196) 

PAR, 18. 26 CFP I'art, 1&)6, Stills, is amended as follows: 
(A. ) Section 196. M is amended by striking the word "form" at the 

end of the section, ancl insei ting in lieu thereof the words "headings 
on the fornf and the instructions thereon or issued in respect thereto"; 
and 

(B) By inserting, iimnediately after $ 106. 34, three new sections;is 
follosvs: 

II 10&3. 34a EMPLoYER IDENTIFIcATICN NUMBER. — The employer identification 
number (defi&&ed at 2C& CFR 301. 7701 — 12) of the taxpayer &vho has been assigned 
such a number shall be shou n on each Form ll, including auiemled Form 11, filed 
pursuant to the provisions of this part for any period commencing after Septem- 
ber 30, 1962. Failure of the taxpayer to include his einployer. identification nuin- 
ber ou Form 11 may result in assertion and collection of the penalty speciiie&1 in 
26 CFR 301. 6676-1. (7, & Stat. 828; 26 T'. H. C. 6100, C&670. ) 

(& 196. 34b APPLIcATICN FoR EMPLCYER IDENTIFIcATICN Nl. MBER. — (a) All enl- 
ployer identification number will be assigned pursuant to application on Forni 
88 — 4 filed by the taxpayer. Form HS — 4 may be obtaiued froni the distri& i dire& tor 
with ivhoiu the Form ll is required to be filed. 

(b) An alq&lication on Forni 88-4 for an eniployer identification number shall 
be inane by every taxpayer ivho file& a return on Form 11 before October 1, 1062, 
for the period ending June 30, 10(33, and who has ueither secured an employer 
identificatio number nor made applicati&&n therefor prior to October 1, 10C»'. 
Such application on Form SS — 4 shall be filed ou or before October 8, 1&J62. 

(c) An applicatiou on Form SS — 4 for an employer identification number 
shall be made by every taxpayer ivhose first returu oii Form ll is filed on or 
after October 1, 1062, but ivho prior tn the filing of such first return ou Form 11 
has neither secured an employer identific&itiou uuniber nor made appli&-, &tion 
therefor. Such application ou Form HS — 4 shall be filcd ou or before the seventh 
day after the date on ivhich such first return ou Forn& 11 is filed. 

(d) Ea&h taxpayer shall make applicatiou for anil shall be assigued only one 
employer i&lcritificati&m uumber, regardless of the wmiber of places of busine, . 

for wliich the tiixpayer is required to file korm ll. (7o Ht;it. 8'&8; 26 I. H. C. 
6100. ) 
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$ 196. 84c ExzcuTLON or FoRM SS — 4. — The application on Fomn SS — 4, together 
with any supplementary statement, shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set forth fully 
and clearly the data therein called for. The application shall be filed with 
any district director with whom a return on Form 11 will be filed by the person 
who is required to niake the application. The application shall be signed by (a) 
the individual, if the person is an individual; (b) the president, vice president, 
or other principal officer, if the person is a corporation; (c) a responsible and 
duly authorized member or officer having knowledge of its affairs, if the person 
is a partnership or other unincorporated organization; or (d) the fiduciary, 
if the person is a trust or estate. (75 Stat. 828; 26 U. S. C. 6109. ) 

Drawback on Distilled Spirits Used in Manufacturing Nonbeverage Products 
(26 CFR Part 197) 

PAID. 19. o6 CFR Part 197. Drawback on Distilled Spirits Used in 
Manufacturing Nonbeverage Products, is amended as follows: 

(A. ) Section 197. 29 is amended as follows: 
(1) By renumbering paragraphs (b), (c), and. (d) as (c), (d), and 

(e), respectively; and 
(2) By inserting, immediately after paragraph (a), the following 

new paragraph: "(b) The employer identification number (see $$ 197. - 
29a — 197. 99c) )". 

(B) By inserting, immediately after «I 197. 29, three new sections as 
follows: 

$ 197. 29a EMPLC YRR IDRRYIPIOATION NUMBER. — The employer identification 
number (defined at 26 CIPR 801. 7701 — 12) of the taxpayer who has been assigned 
such a number shall be shown on each Form 11, including amended Form 11, 
filed pursuant to the provisions of this part for any period commencing after 
September 80, 1962. Failure of the taxpayer to include his employer identifica- 
tion number on Form 11 may result in assertion and collection of the penalty 
specified in 26 CFR 801. 6676 — l. (75 Stat. 828; 26 U. S. C. 6109, 6676. ) 

$ 197, 29b APPLIOATIC'v PCR EMPLoYER IDENTIFIGATIQN NUMBER. — (a) An em- 
ployer identification number will be assigned pursuant to applicai. ion on Form 
SS — 4 filed by the taxpayer. Form SS — 4 may be obtained from the district direc- 
tor with whom the Form 11 is required to be filed. 

(b) An application on Forni SS — 4 for an employer identification number shall 
be made by every taxpayer who filed a return on Form 11 before October 1, 
1962, for the period ending June 80, 1968, and who has neither secured an 
employer identification number nor niade application therefor prior to October 1, 
1962, Such application on Form SS-4 shall be filed on or before October 8, 1962, 

(c) An application on Form SS — 4 for an employer identification number shall 
be made by every taxpayer whose first return on Form 11 is filed on or after 
October 1, 1962, but who prior to the filing of such first return on Form 11 
has neither secured an employer identification number nor made application 
therefor. Such application on Form SS — 4 shall be filed on or before the seventh 
day after the date on which such first return on Form 11 is filed. 

(d) Each taxpayer shall make application for and shall be assigned only one 
employer identification number, regardless of the number of places of business 
for which the taxpayer is required to file Form 11. (75 Stat. 828; 26 U. S. C. 
6109. ) 

$ 197. 29c ExEOIJTIoN CP FoRM SS — 4. — The application on Form SS-4, together 
with any supplementary statement, shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set forth fully 
and clearly the data therein called for. The application shall be filed with 
any district director with whom a return on Form 11 will be filed by the person 
who is required to make the application. The application shall be signed by 
(a) the individual, if the person is an individual; (b) the president, vice presi- 
dent, or other principal officer, if the person is a corporation; (c) a responsible 
and duly authorized member or officer having knowledge of its affairs, if the 
person is a partnership or other unincorporated organization„or (d) the 
fiduciary, if the person is a trust or estate. (75 Stat. 828; 26 U. S. C. 6109. ) 
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Distilled Spirits Plants 
(26 CFR Part 201) 

PAII. 20. 26 CFH, Part 201, Distilled Spirits Plants, is amended by 
inserting, immediately after $ o01. 82, five new sectioris as follows: 

II 201. 32a Dxxx RRqUIRRB ON FORM 11. — Each return on Form 11 shall be 
prepared in accordance with the headings on the forui and the instructions 
thereon or issued in respect thereto, and shall include the following: 

(a) &Vhere the rectifier is an individual or a corporation, the true nanie of such 
individual or corporation; 

(b) In tlie case of a Partnership, the true name of each and every person 
comprising the partnership; 

(c) The empl&iyer identification number (see $N& 201. 32c — 201, 32e); 
(d) The exact location of the place of business, by nanie and uumber of 

building or street or, ivhere these do not exist, by some particularization in 
addition to the post office address; 

(e) The kind and class of tax (see &j 201. 31); 
(f) All other information provided for on the form. (68A Stat, 732, 846; 

76 Stat. 828; 26 U. S. C. 6011, 7011, 6109. ) 
&j 201. 32b ExEcUTIoN ox FCRRI 11. — The return on Form 11 of an individual 

proprietor shall be signed by the proprietor; the return of a partnership shall 
be signed by a member of the firm; aud the return of a corporation shall be 
signed by a duly authorized oflicer thereof: Pion(dc&I, That any imlividual, Part- 
nership, or corporation may appoiut an agent to Big&i in his behalf. In each 
case, the person signing the return shall designate his capacity as "in&lividual 
owner, " "member of firin, " "agent, " "attorney-in-fact" or, in the ease of a corpo- 
ration, the title of the ofhcer. Receivers, trustees, assignees, executors, ad&ninis- 
trators, -and other legal representatives who contiuue the business of a rectifier 
by reason of death, insolvency, or other circumstances, shall iudicate the iiduciary 
capacity in which they act. Returns signed by persons, as agents or attor- 
neys-in-fact, will not be accepted unless, in each instance, the principal nan&ed 
on the return has executed a power of attorney authorizing such person to 
sign the return, and su& h power of attorney is filed &vith the district director. 
Foriu 11 shall be verified by a written declaration that the returu has been 
executed under the penalties of perjury. (68A Stat. 748, 749; 76 Stat. 828; 
26 U. S. C. 6061, 6066, 6109. ) 

&j 201. 32c EMpLoYER IDEv TIFIOATIo&v NUMBER. — The employer identificatiou 
nuuiber (defined at 26 CFR 301. 7701 — 12) of the taxpayer ivho has been assigned 
such a number shall be sho&vn on each Forin 11, includiug amended Form ll, 
filed pursuant to the provisions of this part for any period commencing after 
Septeniber 30, 19(i2. Failure of the taxpayer to include his employer identifi- 
cation number on Form 11 &nay result in assertion anil collection of the penalty 
specified in 26 CFR 301. 6676 — 1. (76 Stat. 828; 26 I. . S. C. 6109, 6676. ) 

&j 201. 326 ABPLIURTIov i. oR EMrLOYER IBEXIIFicariov NUMBER. — (a) An em- 
ployer identification number will be assigned pursuant to applicatiou on I'orm 
SS — 4 filed by the taxpayer. Form SS — 4 u&ay be obtained from the district 
director ivith &vhon& thc Forni 11 is required to be filed. 

(b) An application ou Form SS — 4 for an emplover identification number 
shall be niade by every taxpayer who filed a return on Form 11 before October 1, 
1962, for the period ending June 30, 1963, and who has neither secured an 
eniployer identifi&. atiou nuu&ber nor made application therefor prior to October 1, 
196'&. Such application ou Form SS — 4 shall be iiled on or before October 8, 1962. 

(c) Au application ou Form SS — 4 for an emplover identification nuiuber shall 
be made by every taxpaver whose first returu on Form 11 is filed on or after 
October 1, 1962, but who prior to the filing of such first return on Form 11 has 
neither secured an employer identification uu&nber nor made application therefor. 
Such applicati&m on Form SS — 4 shall be filed on or before the seventh day after 
the date on which such first return on Form 11 is filed. 

(d) Each taxpayer shall make application for and shall be assigned only one 
employer identification number, regardless of the nmnber of places of business for 
which the taxpayer is required to file Form ll. (75 Stat. 828; 26 I. '. S. C. 6109. ) 

$ 201. 32e EXRUUTIov oI' FCR5I SS-4. — The aPPlication on Form SS-4, to- 
gether with any supPlementary statement, shall be prepared in accordance &vith 

the form, instructions, and regulatious al&plicable tliereto, a&ul shall set forth 
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fully and clearlv the data therein called for. The application shall be filed with 
any district director with whom a return on Form 11 will be filed by the person- 
who is required to make the application. The application shall be signed by (a). 
the individual, if the person is an individual; (b) the president, vice president, 
or other principal oificer, if the person is a corporation; (c) a responsible and 
duly authorized member or officer having knowledge of its affairs, if the person 
is a partnership or other unincorporated organization; or (d) the fiduciary, if 
the person is a trust or estate, (75 Stat. 828; 26 U. S. C. 6109. ) 

Seer 
(26 CFR Part 245) 

PAR. ol. 96 CFB Part M5, Beer, is amended by inserting, imme- 
diately after $ 945. 76, four new sections as follows: 

$ 245. 76a DATA REQUIRED CN FCRM 11. — Each return on Form 11 shall be pre- 
pared in accordance with the headings on the form and the instructions thereon 
or issued in respect thereto, and shall include the following: 

(a) Where the taxpayer is an individual or a corporation, the true name 
of such individual or corporation; 

(b) In the case of a partnership, the true name of each and every person 
comprising the partnership; 

(c) The employer identification number (see $$ 245. 76b — 245. 76d); 
(d) The exact location of the place of business, by name and number of 

building or street or, where these do not exist, by some particularization in 
addition to the post office address; 

(e) The class of tax; 
(f) All other information provided for on the form. (68A Stat. 782, 846; 75 

Stat. 828; 26 U. S. C. 6011, 7011, 6109. ) 
f 245. 76b KMPLCYER IDKNTIFIcATIojv NUMBER. — The employer identification 

number (defined at 26 CFR 801. 7701 — 12) of the taxpayer who has been assigned 
such a number shall be shown on each Form 11, including amended Form 11, 
filed pursuant to the provisions of this part for any period commencing after 
September 80, 1962. Failure of the taxpayer to include his employer identifi- 
cation number on Form 11 may result in assertion and collection of the penalty 
specified in 26 CFR 801. 6676 — 1. (75 Stat. 828; 26 U. S. C. 6109, 6676. ) 

$ 245. 76c APPLIcATIDN FQR EMPLAYER IDENTIFIUATICN NUMBER. — (a) An em- 
ployer identification number will be assigned pursuant to application on Form 
SS — 4 filed by the taxpayer. Forra SS — 4 may be obtained from the district 
director with whom the Form 11 is required to be filed. 

(b) An application on Form SSW for an employer identification number shall 
be made by every taxpayer who filed a return on I'orm 11 before October 1, 
1962, for the period ending June 80, 1968, and who has neither secured an 
employer identification number nor made application therefor prior to October 
1, 1962. Such application on Form SS — 4 shall be filed on or before October 8, 
1962. 

(c) An application on Form SS — 4 for an employer identification number shall 
be made by every taxpayer whose first return on Form 11 is filed on or after 
October 1, 1962, but who prior to the filing of such first return on Form 11 has 
neither secured an employer identification number nor made application therefor. 
Such application on Form SS — 4 shall be filed on or before the seventh day after 
the date on which such first return on Form 11 is filed. 

(d) Each taxpayer shall make application for and shall be assigned only one 
employer identification number regardless of the number of places of business 
for which the taxpayer is required to file Form 11. (75 Stat. 828; 26 U. S. G. 
6109. ) 

$ 245. 76d ExzcvrrroN oF FORM SS — 4. — The application on Form SS — 4, together 
with any supplementary statement, shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set forth fullv 
and clearly the data therein called for. The application shall be filed with any 
district director with whom a return on Form 11 will be filed by the person who 
is required to make the application. The application shall be signed by (a) the 
individual, if the person is an individual; (h) the president, vice president, or 
other principal ofiicer, if the person is a corporation; (c) a responsible and. duly 
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authorized meniber or oflicer having knoivledge of its affairs, if the person is a 
partu«rship or other unincorporated orgaiiizatiou; or (d) the fiduciary, if the 
person ii a trust, or estate, (73 Stat. 828; 20 U. S. C. 0109. ) 

Procedure and Administration 
(26 CFR Part 301) 

PAR. 22. Section 301. 6100 is renunlhered, is untended to change 
the nulnber of the statute set torth therein, and a historical note is 
added at the en&i thereof, as follows: 

[& 301. 0110 STATvToRY I'Bovisloxs; CRoss REFE&&ENOEs. 

SEC. 0110. CROSS REFERL&NCES. 
(1) For reports of Secretary of Agriculture concerning cotton fu- 

tures, see section 4870, 
(2) I'or iiis»ection of returns, order form~, and prescri»tions con- 

cerning uarcotir, , see scctiou 477:l. 
(3) I or inspection of returns, order fornis, and prescriptions cou- 

cei'1111&g ui;il'illii;11&a. , see section 4773. 
(4) For;iuthority of Secretary or his delegate to furnish list of 

special taxpayers, see sectiou 477o. 
(6) For inspection of records, returns, etc. , conceruing gasoline or 

lubricating oils, see section 4102. 
[Sec. 6110 as renumbered by sec. 1(a), Act of Oct. 5, 1901 (Pub. LaIv 
87-397, 70 Stat. 828 [C. B. 1961-', 348])] 

PAR. Pi]. Inlnlediately after $ 801. 6108 — 1 there are inserted the fol- 
lowing new sections: 

[& 301 0109 STATUTORY PROVISIONS; IDEN Tfi I IVG XUIIBERS. 

SEC. 0109. IDI'NTIFYING NUiIBER S. 
(a) SUPPI. YING OF IDENTIFYING NUMBERS. — Wheff required by reguhi- 

tions prescribed by the Secretary or his delegate: 
(I) INOI, vsloN IN RETURNs, — Any person required uuder the au- 

thority of this title to make a return, statement, or other document, 
shall include in such return, stateiuent, or other document such 
identifying number as may be prescribe&i for securing proper iden- 
tification of such person. 

(2) Fl!RVIBHING NUMBER To o'I'HER PERsoNs. — Aiiy pers&m with 
respect to whom a returu, statement, or other documeut is re- 
qiiired under. the authority of this title to be made by anot. her 
person shall furnish to such other person sucli identifying i&umber 
as may be prescribed for securing his proper identification. 

(3) FURvISHING NUMBER GF AvoTHEB PERsoN. — Auy pci'son re- 
quired uuder the authority of this title to make a returu, statemeut, 
or other document with respect to another person shall request 
from such other person, and shall include in auy such return, state- . 
nieut, or other document. , such identifyiug number as may be pre- 
scribed for securing proper identificatiou of such other person. 

(b) LIMITATION. — 
(1) Except as provided in paragra»li l 2), a return of any person 

with respect to his liability for tax, or any statemeut or other docu- 
nieut in support thereof, shall not be considered for purposes of 
paragraphs (2) and (3) of subsection (a) as a return, stateinent, 
or other document Ivith respect to another person. 

(2) For purposes of paragraphs (2) and (3) of subsection (a), 
a return of an estate or trust with res»ect to its liability for tax, 
and any statement or other docunient in support thereof, shall be 
considered as a return. statement, or otlier docmuent with respect 
to each beneficiary of such estate or ti ust. 

(c) REqvlREMENT oF INFGRMATlov. — F&&r»urposes rf this section, 
the Secretary or his delegate is;iuthorize&l to require such inforinatiou 
as may be iir«essarv to assign an identifying nuniber to auy person. 
[Se&. 0109 as added bv sec. 1(a), Act of Oct. :&, 1001 (Pub. Law 87 — 397, 
76 Stat. 8"8 [C. B. 1901 — 2, 348] ) ] 
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$ 801. 6109 — 1 IDENTLFYzNG NUMBERs. — For provisions concerning the request- 
in«and furfiishiug of identifying numbers, and their inclusion in returns, state. 
ment:, or other docuinents, see the regulations relating to the particular taX. 

PAR. O4. Immediately after $ 801. 6675 — 1 there are inserted the fol- 
lowing new sections: 

$ 801. ()676 STATUTCRY PaovisioÃs; FAILURE To SUPPLY IDENTIFYING NUMBERB, 

SEC. 6676. FAILURE TO SUPPLY IDENTIFYING NUMBERS. 
(a) Civii. PENALTY. — If any person who is required by regulations 

prescribed under section 6109— 
(1) To include bis identifying number in any return, statement, 

or other docuuient, 
(2) To furnish his identifying number to another person, or 
(8) To include in any return, statement, or other document made 

with respect to another person the identifying number of such other 
persou, 

fails to coinply ivith such requirement at the time prescribed by such 
regulations, such person shall pay a penalty of $0 for each such failure, 
unless it is shoivn that such failure is due to reasonable cause. 

(b) DEFIcIENcY PRocEDUREs NoT To AFFr Y. — Subchapter B of chapter 
68 (relating to deficiency procedures for incoine, estate, and gift tares) 
shall not apply in respect of the assessruent or collection of any penalty 
imposed by subsection (a). 
[Sec. 6676 as added by sec. 1(b), Act of Oct. 5, 1961 (Pub. Law 87 — 897, 
7(I Si, at. 828 [C. B. 1961 — 2, 848] ) j 

$ 801. 6676 — 1 I ENALTY FoR FAILURE To SUPPLY IDENTIFYING NUMBER. — (a) In, 
general. — Except as provided in paragraph (c) of this section, if any person wbo 
is required by the regulations under section 6109— 

(1) To include his identifying number in any return, statement, or other 
document, 

(2) To furnish his identifying uumber to another person, or 
(8) To include in any return, statement, or other document made with 

respect to another person the identifying number of such other person, 
fails to comply with such requirement at the time prescribed by such regulations, 
such person shall pay a penalty of $6 for each such failure. Such penalty shall 
be paid in the same manner as tax upon the issuance of a notice and demand 
therefor. Umier g 1. 6109 — 1(b) (2) a payer is required to request the identifying 
mimber of the payee. If, after such a request has been made, the payee does not 
furnish the payer with his identifying number, the penalty will not be assessed 
against the payer. 

(b) Deficiency procedures not to apply. — Subchapter B, chapter 68, of the Code 
(deficienc procedures) shall not apply in respect of the assessment or collection 
of the penalty set forth in paragraph (a) of this section. 

(c) Peaso», able cause. — If any person who is required by the regulations under 
section 6109 to supply an identifying number fails to comply i~ith such require- 
ment at the time prescribed by such regulations, but establishes to the satisfaction 
of the district director or the director of the regional service center that such 
failure was due to reasonable cause, the penalty set forth in paragraph (a) of this 
section shall not apply. 

(d) Persons required to supply identifying numbers. — For regulations under 
section 6109 relating to persons required to supply an identifying number, see the 
regulations relating to the particular tax, 

PAR. 25. Section 801. 7701 — 11 is renumbered and. amended to read as 
follows: 

$ 801. 7701 — 18 OTHER TERMs. — Any terms which are defined in section 7701' 
and which are not defined in $ 801. 7701 — 1 to $ 301. 7701 — 12, inclusive, shall, when 
used in this chapter, have the meanings assigned to them in section 7701. 

PAR. Nl. Imnxediately after $ 301. 7701 — 10 there are inserted the fol- 
lowing new sections: 

e) 801. 7701 — 11 AccoUNT NUMBER. — Fol' purposes of this chapter, the term 
"account number" means the identifying number of an individual which is as-- 
signed pursuant to section 6011(b) or corresponding provisions of prior law, Or, 
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pursuant to section 6100, and in which nine digits are separated by hyphens as 
follows: 000-00-0000. SIIch term does not include a number with a letter a. a 
sufiix which is used to identify an auxiliary beneficiar under the so ial security 
program. The teruis 'account nuInber" aml "social security account number" 
refer to the sau. e number, 

$ 601. jj01 — 12 EEIPLOYEE IDEN'III'Icr«PION XUIIBEE. — For purposes of thi, . chap- 
ter, the terai "employer identification number" means the identifying number of 
an iudividual or other person (Ivhether or uot an employer) which is assigned 
pursuant to . ection 6011(b) or corresponcling provisions of prior law, or pur. nant 
to section 6100, aud in Ivhi& h nine digits are separatecl by a hyphen, as follows: 
00-0000000. The ter~s "eruployer identification number" aml "identification nuui- 
ber" (defined in $ 61. 0 — 2(a) (11) of this chapter (Employnient Tax Regulations) ) 
refer to the saIne nuuIber. 

(This Tre;isury Decision is issued uncler the authority contained in 
section 780:I of the Internal Revenue Code of 1904 (68A Stat, 917; 
26 U. S. C. 7800). ) 

MORTI'MER 'U. CAPLIV) 
CommiasioiieI of IntertIo/ Revenue. 

Approved August 20, 1962. 
STARLrv S. SLrRREv, 

AEII'ateInt »'eeiet«ey Of tlie TIe«a«ey. 
(Filed by the Division of the Federal Register on August 24, 1962, 8:-15 am. , 

and published in the issue of the Federal Register for August 25, 1062, 2r 
F. R. 8513) 

26 CFR 1. 6109 — 1: Ide»tifying numbers. 

Assignment of employer identification numbers to certain estates 
and trusts. See Rev. Proc. . 62-28, page 487. 

26 CII R 81. 6109 — 1: Supplying of identifying numbers. 

Use of identifying numbers on employinent tax returns, statements 
or other documents. See T. D, 6606, page 811. 

26 CFR 41. 6109 — 1: Einployer identification numbers. 

Use of employer identifi«ation numbers on returns, statements, or 
other documents, filed with respect to the use. tax on certain liigh- 
ivay motor vehicles. See T. D. 6606, page 811. 

26 CFR 4'. 6109 — 1: Employer identification nunibers. 

Use of employer iclentification numbei's on returns, statements, or 
other documents filed with respect, to iniscellaneous stamp taxes. See 
T. D. 6606, page 811. 

26 CFR 46. 6109 — 1: Employer identification nunibers. 

Use of employer identificatioii numbers on returns, statements, or 
ot]ier clo«uments filed with respect to miscellaneous excise taxes pai- 
able by return. Sce T. D. 6606, page 811. 
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26 CFR 48. 6109 — 1: Employer identifiication numbers. 

Use of employer identification numbers on returns, statements, or 
other documents filed with respect to manufacturers and retailers ex- 
cise taxes. See T. D. 6606, page 311. 

o6 CFR 49. 6109 — 1: Employer identification numbers. 

Use of employer identification numbers on returns, statements, or 
other documents filed with respect to facilities and services taxes. 
See T. D. 6606, page 311. 

96 CFR 151. 30: Employer identification T. D. 6609 r 
numbers. 

(A. iso 15O. 9a. ) 
(Also Section 6901; 151. 451. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER D, PARTS 151 

AND 152 

Regulations relating to the use of identifying numbers and pro- 
viding directors of regional service centers with authority to make 
assessments and perform other acts. 

DEPARTMENT OF THE TREASURY) 
OFI'ICE OF COMMISSIONER OF INTERNAL REVENUEt 
OFI'ICE OF COMMISSIONER OI" NARCOTICSt 

Washing ton 85, D. C. 
To Officers and Erap/oyees of the Interna/ Beuenue Service, the BN; 

reau of Narcotics anct Others Concerned; 
On February 94, 196O, notice of proposed rulemaking to conform 

the regulations relating to Regulatory Taxes on Narcotics Drugs (96 
CFR Part 151) and the Regulations Under the Marihuana Tax Act 
of 1937, As Amended (~26 CFR Part 159) to the amendments made to 
the Internal Revenue Code of 1954 by the Act of October 5, 1961 
(Public I aw 87 — 397, 75 Stat. 898 [C. B. 1961 — 9, 348]), authorizing the 
requirement of identifying numbers, was published in the Federal 
Register (97 F. R. 1770). After consideration of all such relevant 
matter as was presented by interested persons regard. ing the rules 
proposed, the following amendments of the regulations are hereby 
adopted. In addition, paragraphs 9, 3, 4, and 5 below amend $$ 151. 81, 
151. 84, . 151. 451, and 151. 453 of the Regulatory Taxes on Narcotic 
Drugs to conform such sections to the provisions of T. D. 6585 [C. B. 
1969 — 1, 990j (26 F. R. 12553) providing directors of regional service 
centers with authority to make assessments and to perform other acts. 

r The publication of this Treasury Decision in 27 F. R. 8523, dated August 25, 1962, con- 
tains (1) instructions for modifying the notice of proposed rulemalring in 27 F. R. ' 177(b dated February 24, 1962, and (2) the full context of the regulations with such modifica- tions. As here published, the Treasury Decision reflects the full context of such regula- tions, with modifications. The individual instructions have been omitted. 
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Regulatory Taxes on Narcotic Drugs 
(26 CFR Part 151) 

PARAoRArII 1. Immediately after ~g 151. 20 there is inserte&1 the f oil owi ng: 
&j151. 30 Ex&sr. oxxa InENxistc~rroN Xuusri&s. — (a) Except as provided iu paragraph (b) of this section, an application on Form SS — 4 for an eniployer iden- tification number shall be made by every person ivho, at any time after Sep- tembei' 30, 1962, performs any act with respect, to which a tax is impo, &-6 hy section 47"l, but who prior to such time neither lms been a», igned an employer identification number iior has applied therefor. 
(b) The provisions of this section shall not apply in respect of those eni- 

ploy«s and oificials referred to iii section 477'. 
«. ) The applicatiou on Form SS-4, together vith any supplenientarv, tate- 

ment, shall be prepared in accordance with the form, instructions, and re ula- 
tions applicable thereto, anti shall set forth fully and clearly the data therein 
called for. Form SS-4 n&ay be obtained from any district director. Tlie ap- 
plication on I'orrn SS — 4 shall be filed with anv district director with whoin a 
return ou Form 678 will be filed by the person who is required to make the ap- 
plication. The application shall be filed on or before the»cvcnth day after the 
first, date, after September 30, 1962, on which occurs any act with respect to whicli 
a tax i» imposed by section 4721. The application shall be signed by (1) the 
individual, if the person is an individual; (2) the president, vice presideui, or 
other priucipal officer if the person is a corporation; (3) a responsibl& and 
duly authorized niember or officer having kiiowle&lge of its a(fairs, if the person 
is a partnership or other unincorporated organization; or (4) the fiduciary, if 
the person is a trust or estate. Au employer identification number will be as- 
signed to the person in due course upon the basis of the information reported ou 
the appli&. ation required under this»ection. 

(d) If an employer identification number has been assigned to a persou liable 
for the tax imposed by section 4721, the number shall be shown in any rciuru, 
statement, or otlier docunient made by such person for any period commencing 
after June 30, 1963. 

(e) Each taxpaver shall make application for, and shall be assigned, only 
oue eniployer identification nuinber, regardless of the uuuiber of places of bu»i- 
ness for ivhich the taxpayer is required to file Forni 678. 

(f) For tlie definition of the terui "employer ideutification uuinber", 
$ 301, 7701 — 12 of this chapter (Regulatious on Procedure aud Adniinistration). 
For provisions relating to the penalty for failure to include the employer iden- 
tiii&;ition nuniber in a return, statenieut, or other document, see $ 301. &&&(7&)~( 

of this chapter (Regulatious on Procedure and Adniinistration). 
PAH. 0, Paragraph (4) of $ 151. 81 isalnendedto read as follows: 

NI 1»1. 81 DELINQUENT Raxc&Rr&s. — 
(b) A taxpayer who wishes to avoid the addition to the tax for delinquency 

must make au affiirmative shoiving of all tlie facts alleged as reasonable cause 
for failure to file the returu on time. Such shoiving sliouhl be niade in the form 
of:i written statemeut containing a declaratiou that it is ma&le uuder penalties 
of perjury. The stateuient should be filed iviih the district director with ivhoin 
the return is required to be filed. If the district director or the director of the 
re ional service center deteinnines that the delinquency ivas due to a reasonable 
cause, aud not to ivillful neglect, the additiou to the tax ivill not be assessed. If 
the taxpayer exerci»ed ordinary business care and prudence and was nevertheless 
unable t&& file the returns ivithin the prescribed tinie, then the delay is due to 
reasonable cause. 

PAH, 8. Para«raph (c) of p 151. 84 is amended to read as follows; 

, . &j 151. 84 DEI. INQUENT PAx MEivT. — 
(c) Interest shall be il»»&'. »ed and collected in the same nmnner as tax aud 

shall be pai&l upon noti& e au&1 demand by the district director or the director 
of the regional »ervi& e ceuter. Interest on tax inay be a»ses»ed and collected at 
anvtiine within the period of liinitatiou on collection after a»»c»»inent of the tax 
to ivhich it relate». 
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PAR. 4. Section 151. 451 is. amended to read as follows: 

$ 151. 451 AsszssMRNT OP TAxxs, — Tax due on narcotic drugs not paid by 
attachuient of stanips (. o containers shall be reported for assessment. Special 
tax which the taxpayer refuses or fails to pay may likewise be reported for as- 
sessment. The district director is authorized and required, and the director of 
the regional service center is authorized, to make all assessments of all taxes im- 

posed by the Inf;ernal Revenue Code of 1954 or any prior internal revenue law. 

PAH. 5. Paragraphs (c) and (d) of $ 151. 453 are amended to read 
as follows: 

$ 151. 456 PAYMRNT RY CMROK, ETc. 

(c) If a taxpayer gives a check or money order as pavment for stamps but 
the check or money order is not paid upon presentment, then the district director 
or the director of the regional service ceuter shall assess the amount of the check 
or money order a. gainst the taxpayer as if it were a tax due at the time the check 
or money order was received by the district director. 

(d) If a check or inoney order is tendered in the payment for the special tax 
or for stamps, ami such check or money order is not paid upon presentation, a 
penalty of 1 percent of the amount of the check or nioney order, in addition to any 
other penalties provided by law, shall be paid by the person who tendered such 
check or money order. If, however, the s. mount of the check or money order is 
less than $500, the penalty shall be $5 or the amount of the check or money order, 
whichever amount is the lesser-. Such penalty shall be paid in the same manner 
as tax upon the issuance of a notice and demand therefor. The penalty set forth 
in this paragraph shall not apply if the person tendered such check or money 
order in good faith and with reasonable cause to believe that it would be 
duly paid. 

Regulations Under the Marihuana Tax Act of 1997, As Amended 
(26 CFR Part 152) 

PAR. 6. Immediately after $ 159. 0 there is inserted. the following': 

$ 152. 9a EMPLoYER IDENTIPICATIolv NUMBRRs. — (a) Except as provided in 
paragraph (b) of this section, an application on Form SS — 4 for sn employer 
identification number shall be made by every person who, at any time after 
September 80, 1962, performs any act with respect to which a tax is imposed by 
section 4751, but who prior to such i, inie neither has been assigned an employer 
identification number nor has applied therefor. 

(li) The provisions of this section shall not apply in respect of those employees 
and officials referred to in section 4772. 

(c) The application on Form SS-4, together with any supplementary state- 
ment, shall be prepared in accordance with the form, instructions, and regulations 
applicable thereto, and shall set forth fully and clearly the data therein called 
for. Form SS — 4 inay be obtained from any district director. The application 
on Forni SS — 4 shall be filed with any district. director wi(h whom a return on 
Icorm 678 will be filed by the person who is required to make the application. 
The application shall be filed on or before the seventh day after the first date, 
after September 80, 1962, on which occurs any act with respect to v hich a tax 
is imposed by section 4751. The application shall be signed by (1) the individual, 
if the person is an individual; (2) the president, vice president, or other prin- 
cipal officer if the person is a corporation; (8) a responsible and duly authorized 
member or officer having knowledge of its affairs, if the person is a partnership 
or other unincorporated organization; or (4) the fiduciary, if the person is a trust 
or estate. An employer identification nuniber will be assigned to the person 
in due course upon the basis of the information reported on the application 
required under this section. 

(d) If an eniployer identification number has been assigned to a person liable 
for the tax imposed by section 4751, the number shall be shown in any return, 
statement, or other document made by such person for any period commencing 
after June 80, . 1963. 

(e) Each taxpdyer shall make application for, and shall be assigned, only 
one employer identification number, regardless of the number of places of busi- 
ness for which the taxpayer is required to file Form 678. 
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(f) For the tlefinition of the t. erm "employer identification number", see 
[t 301. 7701 — 12 of this chapter (Regulations on I'rocedure and Administration). 
For provisions relating to the penalty for failure to include the employer 
identification number in a return, statement, or other document, see (I 801. 0070 — 1 
of this chapter (l&e ulations on I'rocedure and Administration). 

Because paragraphs 2, '3, 4, and 5 of this Treasury Decision make 
only technical changes, it is hereby found that it is unnecessary, with 
respect to such changes, to issue this Treasury Decision with notice 
and public procedure thereon under section 4(a. ) of the Administra- 
tive Procedure Act, approved tune 11, 1046, or subject to the effective 
date iiniitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
26 U. S. C. 7805). ) 

/+II. I. IAM H. I~0KB& 
Acti'nrj Commissioner of Internal Eecenne. 

CHARLES SIRAGUSA& 

Acting Contmissioner of Narcotics. 
Approved August 20, 1062. 

STANI KY S. SI. 'RRKY, 
Assistant Secretary of the Treasury. 

(Filed by the Division of the Federal Register on August 24, 1002, 8;4. & a. m. , 
and published in the issue of the Federal Register for Au„"ust 25&. 1902, 27 
F. R. 8528) 

26 CFR 152, 0:. i: Employer identification numbers. 

Use of emplover iclentification numbers on returns, statements, or 
other documents filed with respect, to the occttpationa~l tax on m~ari- 

huana. . See T. D. 6600, page 8M. 

26 CFR 170. 52a: Employer identification numbers. 

Use of employers identification nuinbers on firearms tax retunis, 
statements, or other documents. See T. D. 6606, page 811. 

26 CFR 270. 160: Employer identification. number. 
(Also Section 285. 20, ) 

TITLE 20 — INTERNAL REVENUE, — CHAPTER I, SUBCHAPTER E, 
PARTS 270 ANI& 285 

T. D. 6608 ' 

x 27 F. R. S520. 

Employer identification numbers 

DEPARTMENT OF THE TREASURY'& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 
7Vashington 8$, D. C'. 

To Overs and Employees of the Intel"na/Bet&enue &~'erpice and Others 
Concerned: 

On April 20, 1062, a notice of proposed rulemaking with respect 
to the amendment of. 26 CFR Part 270, Manufacture of Tobacco 
Products, and 26 CFR Part 285, Manufacture of Cigarette Papers 
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and Tubes, was published in the Federal Register (27 F. R. 3817). No 
objections to the rules proposed having been received within the 30-day 
period prescribed in the notice, the following regulations are hereby 
adopted. 

In order to implement the amendments made to the Internal Rev- 
enue Code of. 1954, by the addition of Sections 6109 and 6676 (Act of 
October 5, 1961, Public I, aw 87 — 397, 75 Stat. 828 [C. B. 1961 — 2, 348] ), 
authorizing the requirement of employer identification numbers, the 
regulations relating to the Manufacture of Tobacco Products (26 
CFR Part 270) and the Manufacture of Cigarette Papers and Tubes 
(26 CFR Part 285) are amended as set, out below: 

Sections 270. 169 and 985. 29 as contained in this document make 
reference to sections 301. 6676 — 1 and 301. 7701 — 19 as contained in a 
notice of proposed rulemaking published in the Federal Register 
February 24, 1962 (27 F. R. 1761) . 

PARAGRAPIz 1. 26 CFR Part 270 is amended as follows: 

g 270. 162 [Amendment] 
Section 270. 162 is amended. by inserting the words "his employer 

identification number as required by $ 970. 169, " in the third sentence 
after the word "return&" appearing t, he first time in the sentence, and by 
changing the law citation at the end of the section to read "(Y2 Stat. 
1417, 1423, 75 Stat. 828 ) 26 U. S. C. 5703, 5741, 6109) ". 
$ 970. 167 I Amendment] 

Section 270. 167 is amended by inserting the words "show therein 
his employer identification number as reouired by $ 270. 169, " in the 
second sentence after the word "year, ", and by changing the law cita- 
tion at the end of the section to read "(72 Stat. 1417, 1423, 75 Stat. 
828; 26 U. S. C. 5703, 5741& 6109) ". 

Three new sections designated $$ 270. 169, 270. 170, and 270. 171, to 
read as follows, are added immediately after $ 270. 168: 

) 270. 169 FMPLovER IDENTIFIcATIoN NUMBER. — The employer identification 
number (defined at 26 CFR 801, 7701 — 12) of a manufacturer of tobacco products 
who has been assigned such a number shall be shown on each semimonthly tax 
return, Form 8071, and on each prepayment tax return, Form 2617, filed by a 
manufacturer of tobacco products pursuant to the provisions of this part on or 
after October 1, 1962. Failure of the manufacturer to include his employer 
identification number on Form 8071 or Form 2617 may result in assertion and 
collection of the penalty specified in 26 CFR 801. 6676 — l. (76 Stat. 828; 26 
U. S. C. 6109, 6676. ) 

$ 270. 170 APPLIGATIDN FoR L&'MPLCYER IDENTIFIGATIoN NUMBER. — (a) An em- 
ployer identification number will be assigned pursuant to application on Form 
SS — 4 filed by a inanufacturer of tobacco products. Form SS — 4 niay be obtained 
from l. he district director with whom the tax returns, Form 8071 and Form 
2617, are required to be filed, 

(b) An application on Form SS — 4 for an employer identification number shall 
be made by every manufacturer of tobacco products who filed a return on Form 
8071 or Form 2617 before October 1, 1962, and who has neither secured an em- 
ployer identification number nor made application for such a number prior to 
October 1, 1962. Such application on Form SS — 4 shall be filed on or before 
October 8, 1962. 

(c) An application on Form SS — 4 for an employer identification number shall 
be made by every manufacturer of tobacco products whose first return on Form 
8071 or Form 2617 is filed on or after October 1, 1962, biit who prior to the filing 
of such return has neither secured an eniployer identification number nor made 
application therefor, Such application on Form SS — 4 shall be filed on or before 
the seventh day after the date on which such first return is filed. 



[( 6109. 

(d) Each manufacturer of tobacco products shall make application for and 
shall be assigned only one employer identification number, regardless of the 
number of places of business for which the manufacturer is required to file re- 
turns pursuant to the requirements of this part. (75 Stat. 828; 26 U. S. C. 6109. ) 

fj 270. 171 It xEcrrrioN oE FoRM SS — 4. — The application on Form SS — 4, together 
with any supplementary statement, shall be prepared in accordance with the 
form, instructions, and regulations applicable thereto, and shall set forth fully 
and clearly the data therein called for. The application shall be filed with any 
district director with whom the returns on Form 3071 or Form 2617 are required 
to be filed by the person who is required to make the application. The applica- 
tion shall be signed by (a) the individual, if the person is an individual; (b) the 
president, vice president, or other principal officer, if the person is a corporation; 
(c) a responsible and duly authorized member or officer having knowledge of its 
affairs, if the person is a partnership or other unincorporated organization; or 
(d) the fiduciary, if the person is a trust or estate. (75 Stat. 828; 26 U. S. C. 
6109. ) 

PAR. 2. 26 CFR Part 285 is amended as follows: 
eI 285 25 [Amendment] 

Section 285. 25 is amended by inserting the words "his employer 
identification number as required by 15 

285. 29, " in the first sentence 
after the word "showing", and by changing the law citation at the 
end of the section to read "(72 Stat. 1417, 68A Stat. 896, 75 Stat. 
828; 26 U. S. C. 5703, 7503, 6109) ". 

Three new sections, designated )$ 285. 29, 285. 80 and 285. 80a, to 
read as follows, are added immediately after $285. 28: 

$ 285. 29 KMPLCYER IDENTIFIcATIQN NUMBER. — The employer identification 
number (defined at 26 CFR 801. 7701 — 12) of a manufacturer of cigarette papers 
or tubes who has been assigned such a number shall be shown on each monthly 
tax return, Form 2187, filed by a manufacturer of cigarette papers or tubes 
pursuant to the provisions of this part on or after October 1, 1962. Failure 
of the manufacturer to include his employer identification number on Form 2187 
may result in assertion and collection of the penalty specified in 26 CFR 
801. 6676-1. (75 Stat. 828; 26 U. S. G. 6109, 6676. ) 

$ 285. 80 APPLicATioN FoR EMPLoYER IDENTIFIGATIoN NUMBER, — (a) An em- 
ployer identification number will be assigned pursuant to application on Form 
SS — 4 filed by a manufacturer of cigarette papers or tubes. Form SS — 4 may 
be obtained from the district director with whom the Form 2187 is required 
to be filed. 

(b) An application on Form SS-4 for an employer identification number shall 
be made by every manufacturer of cigarette papers or tubes who filed a return 
on Form 2187 before October 1, 1962, and who has neither secured an employer 
identification number nor made application for such a number prior to October 1, 
1962. Such application on Form SS — 4 shall be filed on or before October 8, 1962. 

(c) An application on Form SS — 4 for an employer identification number shall 
be made by every manufacturer of cigarette papers or tubes whose first return 
on Form 2167 is filed on or after October 1, 1962, but who prior to the filing 
of such return has neither secured an employer identification number nor made 
application therefor. Such application on Form SS — 4 shall be filed on or before 
the seventh day after the date on which such first return is filed. 

(d) Each manufacturer of cigarette papers or tubes shall make application 
for and shall be assigned only one employer identificatio number, regardless 
of the number of places of business for which the manufacturer is required 
to file returns, pursuant to the requirements of. this part. (75 Stat. 828; 26 
U. S. C. 6109. ) 

$ 285. 80a RXEcUTICN CP FoRM SS — 4. — The application on Form SS-4, to- 
gether with any supplementary statement, shall be prepared in accordance with 
the form, instructions, and regulations applicable thereto, and shall set forth 
fully and clearly the data therein called for, The application shall be filed 
with any district director of internal revenue with whom the return, Form 2187, 

674924' — 63 — 23 
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is required to be filed by the person. who is required to make:. the application, 
The application shall be signed by (a) the individual, if the person is an in- 
dividual; (b) the president, vice president, or other principal otlicer, if the 
person is a corporation; (c) a. responsible and duly authorized member or 
oflicer having knowledge of its'affairs, if the person is a partnership or other 
unincorporated organization; or (d) . the fiduciary, if the person is a trust or 
estate. (76 Stat. 828; 26 U. S, C. 6109;) 

This Treasury Decision shall become effective on October 1, 1062. 
(This Treasury Decision is issued under the authority contained in 

section 7805 of the Internal 'Revenue Code (68A Stat. 917: 26 U. S. C. 
7805) . ) 

MORTIxIER M. CAPLINi 
t'omelet'ssi oner o f Internal Reagent(e. 

Approved August 20, 1062 
STANLEY S. SURREY' 

Assistant 8eoretary of tAe breast(ty. 
(Filed by the Division of the Federal Register on August 24, 1962, 8:46 a. m. , and 

published in the issue of the Federal Register for August 2o, 1962, 27 F, R. 
8626) 

26 CER 285. 20: Employer identification number. 

Use of identifying numbers on returns, statements or other docu- 
ments filed with respect to the commodity tax on cigarette papers and 
tubes. See T. D. 6608, page 887. 

CHAPTER 63. — ASSESSMENT 

SUBCHAPTER A. — IN GENERAL 

SECTION 6201. — ASSESSMENT AUTHORITY 
26 CFR 151. 451: Assessment of taxes. 

Amended regulations authorizing directors of regional service 
centers to make assessments with respect to taxes on narcotic drugs. 
See T. D. 6609, pa, ge 3M. 

CHAPTER 65. — ABATEMENTS, CREBITS, AND RETURNS 

SUBCHAPTER A. — PROCEDURE IN GENERAL 

SECTION 6402. — AUTHORITY TO MAKE CREDITS OR 
REFUNDS 

26 CFR 301. 6402-1: Authority to make credits 
or refunds. 

Interest on refunds of overpayments of the special tax paid by 
manufacturers of nonbeverage products. See Rev. Rul. 62 — 143, 
page 870. 
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SUBCHAPTER 8~RULES OF SPECIAL APPLICATIONS 

SECTION 6419. — FLOOR STOCKS REFUNDS 
96 CFR 46. 6419(d): Statutory provisions; 

Roor stocks refunds. 

Extension to September 30, 1067, of the time for filing claims for 
refund of tax paid on floor stocks of imported. sugar. See T. D. 6611, 
page 984. 

SECTION 6490. — GASOLINE USED ON FARMS 
96 CFR 48. 6490 (b) — 1: Claims. Rev, Rul. 69 — 174 

An owner, tenant, or operator of a farm, who has Gled a timely 
Form 2240, Claim for Refund of Federal Tax on Gasoline Used 
on a Farm, may file a valid amended claim without regard to the 
September 20 date prescribed by section 6420(b) of the Internal 
Revenue Code of 1954, provided the original claim is still pending, 
However, once the original claim has been extinguished by payment, 
a subsequent claim is a new claim, the Qling of which is prohibited 
by section 6420(b) of the Code. 

Advice has been requested whether an owner, tenant, or operator 
of a farm, who files a timely Form 9940, Claim for Refund of Federal 
Tax on Gasoline Used on a Farm, may file an amended claim subse- 
quent to the expiration of the statutory period prescribed by section 
6490(b) of the Internal Revenue Code of 19M. 

Under the provisions of section 6490(a) of the Code, if gasoline 
is used on a farm for farming purposes, tlie ultimate purchaser is en- 
titled to a payment (without interest) determined by multiplying 
the number of gallons so used by the rate of tax on gasoline under 
section 4081 of the Code which applied on the date he purchased such 
gasoline. 

Section 6490(b) of the Code provides that not more than one claim 
may be filed under section 6490 by any person with respect to gaso- 
line used during the 1-year period ending on June 30 of any year and 
that no claim shall be allowed under that section with respect to any 
1-year period unless filed on or before September 30 of the year in 
which such 1-year period ends. 

Section 48. 6490(a) — 1(b) of the Manufacturers and Retailers Excise 
Tax Regulations provides that, for purposes of section 6490, the 
term "ultimate purchaser" includes only an owner, tenant, or operator 
of a farm. 

For purposes of determining the allowable payment under the pro- 
visions of section 6490 of the Code, the prohibition against filing more 
than one claim does not preclude the filing of an amended claim with 
respect to an original claim which was timely filed. Because an 
amended claim merely perfects the original claim, it is permissible for 
an owner, tenant, or operator of a farm to file a valid amended claim 
within any period during unstuck the original clan i8 pending. 

Accordingly, it is held that an owner, tenant, or operator of a farm, 
who has filed a timely claim for payment. with respect to the tax 
on gasoline used on a farm for farming purposes, may file a valid 
amended claim subsequent to the expiration of the statutory period 
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prescribed by section 6420(b) of the Code, provided the original claim 
is still pending. 

However, once the original claim has been extinguished by pay- 
ment, , a subsequent claim is in fact a nelv claim even though purported 
to be an amendment of the original claim. Therefore, such a subse- 
quent claim cannot be allo~ed, even if submitted within the period of 
limitations, since section 6420(b) of the Code provides that not nzore 
than one claim may be filed by any person with respect to gasoline 
used during the same one-year period. 

SECTION 6421. — GASOLINE VSED I'OR CERTAIN XOX- 
HIGHXVAY PURPOSES OR BY LOCAL TRAXSIT SYSTEMS 
26 CER 48. 6421(b): Statutory provisions; 

gasoline used for certain nonhighway 
purposes or by local transit, systenis; loc;il 
transit systems. 

Refund of a portion of the tax applicable to gasoline used by local 
transit, systems. See T. D. 6618, page 258. 

CHAPTER 66. — LIMITATIONS 

SUBCHAPTER A. — LIMITATIONS ON ASSESSMENT AND COLLECTION 

SECTION 6501. — LIMITATIOXS OX ASSESSIIEXT AXD 
COLLECTION 

Rev. Rul. 62& — 1:30 26 CFR 801. 6501(a)-1: Period of limitations 
upon assessment and collection. 

(Also Sections 4'301, 4311) 4'321, 4'381) 4861) 4371; 
47, 4601 — 1, 47. 4611 — 1) 47. 4321-1) 47. 4'361 — 1, 
47. 4661 — 1) 47. 4671 — 1. ) 

For purposes of determining the period in which unpaid docu- 
mentary sta&np taxes may be assessed, the provisions of section 
0591(a) of the internal Revenue Code of 19;&4, as amended by the 
Excise Tax Technical Changes Act of 1958, apply to any docu- 
mentary stamp taxes for vvhich liabilities existed on January 1, 
1959, as well as those arising on or after that date. 

Advice has been requested whether, under the provisions of section 
6501(a) of the Internal Revenue Code of 1954, documentary stamp 
taxes incurred as a result of transactio»s which took place before 
January 1, 1059) may be assessed more than three years after the taxes 
becaine due. 

Prior to its amendment by the Excise Tax Teel»iical Changes Act 
of 1058) section 6501(a) of the Code provided (subject to certain 
exceptions not applicable here) that the amount of any tax imposed 
by the Code should be assessed within three years after the rei. urn 
was filed (v hether or not such return was filed on or after the date 
prescribed) or, if fl~e fax ~oa8 payable by 8twup, within three years 
after such fax beni! »&e due) and no proceetli»g in court without assess- 
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ment for the collection of such tax should be begun after the expiration 
of such period. 

As amended by the Excise Tax Technical Changes Act of 1958, sec- 
tion 6501(a) of the Code provides that, the amount of any tax imposed 
by the Code shall be assessed within three years after tlie return ivas 
filed (whether or not such return was filed on or after the date pre- 
scribed) or, i f the tax ig paynble by stamp, at any time after such tax 
became due and before the expiration of three years after the date on 
which, any part of mch tgx mcu ~aid, and no proceeding in court with- 
out assessment for the collection of such tax shall be begun after the 
expiration of such period. 

With respect to the documentary stamp taxes, the eA'ect of this 
amendment is to keep the statutory period for assessment open in- 
definitely or until tliree years after the payment of some part of. the 
tax. Thus, section 6501(a), as amended, lengthens the period in which 
documentary stamp taxes may be assessed. 

It is well settled that, in the absence of a legislative intent to the 
contrary, a new statute of limitation which extends the period for as- 
sessment and collection becomes applicable to existing causes of action. 
The customary application of such statutes to existing causes of action 
is not a retroactive application, because there is no cutting down of 
pre-existing rights. A taxpayer does not have a legal right not to pay 
taxes which are justly due and unpaid on the effective date of the new 
statute. 

The legislative background of section 6501(a), as amended, does 
not indicate an intent to have the amendment operate only on causes 
of action arising after the eA'ective date of the amendment. Ac- 
cordingly, it is held that the provisions of section 6501(a) of the Code, 
as amended by the Excise Tax Technical Changes Act of 1958, apply 
to any documentary stamp taxes for which liabilities existed on Jan- 
uary 1, 1959, as well as those arising on or after that, date. 

It should be noted that, if the taxpayer had made a partial payment 
of the tax due, the three-year period for assessment and collection 
would have started to run from the date of partial payment. Further- 
more, the amendment of section 6501(a) did not revive a liability for 
any documentary stamp tax with respect to which assessment and 
collection wer'e barred prior to J'anuary 1, 1959, under the statute of 
limitation existing before that date. 

CHAPTER 67. — INTEREST 

SUBCHAPTER A. — INTEREST ON UNDERPAYMENTS 

SECTION 6601. — INTEREST ON UNDERPAYMENT, NON- 
PAYMENT, OR EXTENSIONS OF TIME FOR PAYMENT) 
OF TAX 

96 CFR 301. 6601 — 1: Interest on underpayments. 

Computation of interest where accrued foreign taxes are abated. 
See Rev. Proc. 69-2V, page 495. 
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SUBCHAPTER B. — INTEREST ON OVERPAYMENTS 

SECTION 0011. — INTEREST ON OVERPAYMENTS 

96 CFR 801. 6611 — 1: Interest on overpayments. 

Interest on refunds of overpayments of the special tax paid by 
manufacturers of nonbeverage 'products, See Rev. Rul. 62 — 14'3, 

pa'ge 870. 

Computation of interest where accrued foreign taxes are abated. 
See Pev. Proc. 6o — 97, page 495. 

CHAPTER 68. — ABBITIONS To THE TAX, ABBITIOXAL 
AMOUNTS, ANB ASSESSABLE PENALTIES 

SUBCHAPTER A. — ADDITIONS TO THE TAX AND ADDITIONAL 
AMOUNTS 

SECTION 6654. — FAILURE BY IXDIYIDUAL TO PAY 
ESTIMATED INCOME TAX 

26 CFR 1. 0654 — 1: Addition to the tax 
in the case of an individual. 

Rev. Rul. 0~ — o('o 

Au iudividual is a stockholder iu a sutall business corporation 
which elected not to be taxed as a corporation. IIe could not include 
dividends aud his pro rata share of undistributed taxable income of 
su&. h corporation iu contputing his estiuta(ed income tax for the 
curreut taxable year because infor&uation regardiug the autouut 
thereof was not then available. His estimated tax, and payments 
thereof did not meet the couditions of auy of the four exceptions 
provided in sectiou 6654(d) of the Iuternal Iteveuue Code of loran. 
Hei&1, , the individual v ill be subject to the addition to the tax in&- 

posed by section 6664(a) of the Cocle for any unde& payuteut of e, ti- 
mated tax. 

Advice has been requested v hether taxpayer will be subject to the 
aclditi&m to the tax imposed by section 6054(a) of the Internal Reve- 
nue, Code of 1054 if, in estimating his income tax for the current 
taxable year, he did not include dividends and hi. pro rata share of 
undistributed taxable income of a slnall business corporation because 
information regarding the amount thereof was not available. 

For the curl'ent taxable year, the taxpayer is a o0-percent stocl-- 
holder in a small business corporation which elected, under the pro- 
visions of section 1872 of the Code, not to be taxed ats a corporation. 
The taxpayer has never been an o%cer or employee of this corporation. 
The corporation had commenced business in the previous calendar 
year and had a fiscal taxable year endiug during the current taxable 
year of the indivitlual taxpayer. 

The taxpayer was required to and did file a declaration of estimated 
tax for the current taxable year in which he estimated his income from 
sources other than this corporation. He requested o(Vicers of the cor- 
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poration to inform him of the amount of She corporation's expected 
income or loss so that he could include his share of the income, if any, 
in the computation of his estimated tax in preparing his declaration. 
Although the taxpayer was advised that the corporation's income 
figures for the first year of operation would probably be completed 
by the end of the third quarter of the taxpayer's taxable year, those 
figures were still unavailable in the last month. of such year. 

Subsection (a) of section 6654 of the Code provides that in the 
case of any underpayment of estimated tax by an individual, except as 
provided in subsection (d), there shall be added to the income tax 
for the taxable year an amount determined at the rate of six percent 
per annum upon the amount of the underpayment for the period of 
the underpayment. 

The provisions of section 6654(d) set forth exceptions under which 
the addition to the tax with respect to any underpayment of any 
installment shall not be imposed. The exceptions provide that the 
addition shall not be imposed if the total amount of all payments of 
estimated tax made, on or before the last date prescribed for the 
payment of such installment, equals or exceeds whichever of the 
following is the lesser: 

(A) The amount which would have been required to be paid 
on or before the date prescribed for payment if the esti- 
mated tax were the tax shown on the return for the pre- 
ceding taxable year, providing such year was a year of 1'2 
months and a return showing a liability for tax was filed 
for such year; 

(B) The amount which would have been required to be paid on 
or before the date prescribed for payment if the estimated 
tax were an amount equal to a tax determined on the basis 
of the facts shown on the return for the preceding taxable 
year but based on the tax rates and the taxpayer's status 
with respect to personal exemptions for the current taxable 
year; 

(C) The amount which would have been required to be paid if 
the estimated tax were an amount equal to 70 percent (662/s 
percent in the case of a farmer) of the tax computed by 
placing on an annual basis the taxable income for the 
calendar months, in the taxable year preceding such date; or, 

(D) An amount equal to 90 percent of a tax computed, at the 
current year rates, on the basis of the actual taxable income 
for the calendar months in the taxable year preceding the 
date prescribed for payment. 

For purposes of determining estimated tax and any addition to 
the tax for underpayment of estimated tax, the taxpayer's pro rata 
share of "undistributed taxable income" of the instant corporation 
is includable in his gross income, under section 1378 of the Code, as 
a dividend distributed on the last, day of the taxable year of the cor- 
poration. Since the amount thereof accordingly becomes taxable in- 
come to him on that day, and exceptions (C) and (D) to imposition 
of addition to tax under section 6654(a) of the Code relate to pay- 
ment of installments of estimated tax based on taxable income for 
months in the taxable year ending before the last date prescribed for 
payment thereof, either of those exceptions may be applicable to 
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avoid imposition of such addition ivith respect to installments re- 
quirecl to be paid before such last day of the corporation. 's taxable 
year. 

The instant taxpayer's estimated tax and payments thereof did 
not meet the conditions of any of the four exceptions provided in 
section 6654(d) of the Code. He avers that. , because of large capital 
gains realized by him in his prior taxable year, computation and 
payment of estimated tax for his current taxable year in conformance 
with exception (A) or (B) would have resulted in an estimated tax 

reatly in excess of any reasonably conceivable eventual tax liability 
'or that year and that he would not have been financially able to pay 

it. FIowever, the addition to the tax under section 6654(a) "is im- 
posed whether or not there was reasonable cause for the underpay- 
ment. " Section 1. 6654 — 1(a) (1) of the Income Tax Regulations. As 
stated in Estate of Barney EMben v. C'omnussioner, 88 T. C. 1071 
(1060), the addition to tax imposed by subsection (a) of section 6654, 
is mandatory unless one of the exceptions provided in subsection (d) 
thereof applies, and extenuating circumstances are irrelevant. 

In view of tive foregoing, it is held that, even though the taxpayer 
could not include, in computing his estimated tax for the current 
taxable year, the aniount of dividends and liis pro rata share of un- 
distributed taxable income of the instant corporation, because infor- 
matioii regarding such amount was not available to him in tinie. , and 
an underpayment of estimated tax, as defined in section 6654(b) of 
the Cocle, occurred, he is subject to the addition to the tax imposed 
by section 6654(a) of the Code, since none of the exceptions provided 
in section 6654(d) applies. 

SUBCHAPTER B. — ASSESSABLE PENALTIES 

SECTION 6676. — FAILURE TO SUPPLY IDENTIFYING 
NUMBERS 

26 CFR 801. 6676: Statutoqr provisions: 
failure to supply identdying numbers. 

Penalty for failure to supply identifying' numbers on returns, state- 
ments, or other documents, or to furnish aii identifying number to an- 
other person. See T. D. 6606, page 311. 

SECTION 6679. — FAILURE TO FILE RETURNS AS TO OR- 
GANIZATION OR REORGANIZATION OF FOREIGN COR- 
PORATIONS AND AS TO ACQUISITIONS OF THEIR 
STOCK 

o6 CFR '301. 6670: Statutory provisions; failure to 
file returns as to organization or reoiganization 
of foreigii corporations and as to acquisitions 
of their stock. 

Penalty for failure to ale returns and furnish information required 
under section 6046. See T. D. 66u8, page 200. 
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CHAPTER 70. — JEOPARDY, BANKRUPTCY AND 
RECEIVERSHIP 

SUBCHAPTER A. — JEOPARDY 

PART I. — TERMINATION OF TAXABLE YEAR 

SECTION 0851. — TERMINA TION Or TAXABLE YEAR 

26 CFR 1. 0851 — 9: Certificates of T. D. 6620 ' 
compliance with income tax laws 
by departing aliens. 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A. , PART 1. — IN- 
COML' TAX; TAXABLE YEARS BEGINNING AFTER DECEi&lBER 31, 1953 

Amendnlent of Income Tax Regulations under section 6851 of the 
Internal Revenue Code of IM4, relatiug to departing aliens. 

DEPARTMENT OF TI+E TICE 'USURY& 

OFFICE OF CO3XMISSIONER OF INTERNAL REVENUE, 
S'ashtngton%, D. C, 

To Ogcers and Employees of the Internal Revenue Eerie and 
Others Concerned: 

In order to provide exceptions in the case of certain employees 
of foreign governments and of international organizations from the 
income tax clearance requirements imposed on departing aliens in the 
regulations under section 6851 of the Internal Revenue Code of 1M4, 
paragraph (a) of $ 1. 6851 — 2 of the Income Tax Regulations (96 CFR 
Part 1), as amended by Treasury Decision 0587, approved January 
16, 1961 t C. B. 1901 — 1, 7o8J, is further amended by revising subpara- 
gr~aphs (1) and (9) (i). Tile amended provisions read as follows: 

$ 1. 6851-2 CEBTIFIcATEs OF COMPLIANcE WITH INcoME TAX LAws BY DEPABT- 
INo Al. IENs. — (a) Ivl geaerat — (I) Requirement. — The rules of this section are 
applicable, except as otherwise expressly provided, to any alien who depari. s 
from the United States or any of its possessions after January 20, 1061. Except 
as provided in subparagraph (2) of this paragraph, no such alien, whether resi- 
dent or nonresident, may depart from the United States unless he first procures 
a certificate that he has colnplied with all of the obligations imposed upon him 
by the income tax laws. In order to procure such a certificate, an alien who 
intends to depart from the United States (i) must file with the district director 
for the internal revenue district in which he is located the statements or returns 
required by paragraph (b) of this section to be filed before obtaining such 
certificate, (ii) . must appear before such district director if the district 
director deems it necessary, and (iii) must pay any taxes required under para- 
graph (b) of this section to be paid before obtaining the certificate. Either 
such certificate of compliance, properly executed, or evidence that the alien is 
excepted under subparagraph (2) of this paragraph from obtaining the certifi- 
cate must be presented at the point of departure. An alien who presents him- 
self at the point of departure without a certificate of compliance, or evidence 
establishing that such a certificate is not required, will be subject at such de- 
parture point to examination by an internal revenue oificer or employee and to 
the completion of returns and statements and payment of taxes as required by 
paragraph (b) of this section. 

i 27 F, R. 11803. 
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(2) Eaeeptzons. — (i) Employees of foreign yoz&ernr&zente or international or- 
ganizations. — (a) D(plomatie representatiz&es, . their families an&t serz:ante, — 
(I) Representatives of foreign governments bearing diplomatic passports, 
whether accredited to the United States or other countries, and members of their 
households shall not, upon departure from the United States or any of its pos- 
sessions, be examined as to theii' liability for United States income tax or be re- 
quired to obtain a certificate of compliance. If a foreign government does not 
issue diplomatic passports but merely indicates on passports issued to members 
of its diplomatic service the status of the bearer as a member of such service, 
such passports are considered as diplomatic passports for income tax purposes. 

(2) Likewise, the servant of a diplomatic representative who accompanies any 
individual bearing a diplomatic passport upon departure from the United States 
or any of its possession shall not be required, upon such departure, to obtain a 
certificate of compliance or to submit to examinat. ion as to his liability for United 
States income tax. If the departure of such a servant from the United States 
or any of its possessions is not made in the company of an individual bearing a 
diplomatic passport, the servant is required to obtain a certificate of &om- 
pliance. However, such certificate will be issued to him on Form 2068 without 
examination as to his income tax liability upon presentation to the district di- 
rector for the internal revenue district in v&hich the servant is located of a letter 
from the chief of the diplomatic mission to which the servant is attached certify- 
ing (l) that the naine of the servant appears on the "Avhite List", a list of em- 
ployees of diplomatic missions, and (li) that the servant is not obligated to the 
United States for any income tax, and will not be so obligated up to and including 
the intended date of departure. 

(I&) Other c»&plo&yeee. — Any employee of an international organization or &rf a 
foreign governroent (other than a diplomatic & epresentative to whom (a) nf this 
subdivision applies) whose compensation for official services rendered to such 
organization or government is excluded from gross income under section 898 
and who has received no gross income from sources v ithin the United States, 
and any member of his household who has received no gross income from sources 
within the United States, shall not, upon departure from the United States or 
any of its possessions after November 80, 1962, be exanfined as to his liability 
for United States income tax or be required to obtain a certificate of compliance. 

(e) Effect of u airer. — An alien who has filed with ihe Attorney General the 
waiver provided for under section 247(b) of the Immigration and Nationality 
Act (8 U. S. C. 1257(b) ) is not entitled to the exception provided by this sub- 
il 1 V 1 s i 0 11 . 

Because the rules prescribed in this Treasury Decision are of a liber- 
alizing character, it, is hereby found that it is unnecessary to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Acti approved tune 11, 
1046, or subject to the efFective date limitation of section 4(c) of that 
Act. 

(This Treasury Decision is issued under the authority contained in 
section 78(), 'z of the Internal Revenue Code of 1054 (68A. Stat, 017; 
26 I7. S. C. 78M). ) 

&Fc&BTIMER M. QAPLzN, 
Cotrz»uw z'oner Of It! terr&a/, Beverzzte. 

Approved november 26& 1962. 
STANLEY S. SURREY) 

Agsz'stetnt 8ecretartf o j the Treacly&zf. 

(Filed by the Division of the Federal Register on November 29, 1962, 8:46 a. m. , 
and published in the issue of the Federal Register for November 80, 1962, 27 
F. R. 11808) 



CHAPTER . 74. — CLOSING AGREEMENTS AND 
COMPROMISES 

[f 7421. 

SECTION 7199. — COMPROMISES 

96 CFR 801. 7199 — 1: Compromises. 

Jurisdiction of. District Directors of Internal Revenue and Regional 
Counsel with respect to the processing and disposition of certain 
oÃers to compromise tax liabilities under $50, 000 and certain specific 
penalties. See Rev. Proc. 69 — 10, page 416. 

CHAPTER 76. — JUDICIAL PROCEEDINGS 

SUBCHAPTER B. — PROCEEDINGS BY TAXPAYERS 

SECTION 7491. — PROHIBITION OF SUITS TO RESTRAIN 
ASSESSMENT OR COLLECTION 

Ct. D. 1874 
FEDERA. L SOCIAL SECURITY AND UNEMPLOYMENT TAXES — INTERNAL REVENUE 

CODE OF 1954 — DECISION OF COURT 

1. SUITs To EN JoIN CoLLEGTIoN oF TAxES — SOOPE oF SEGTIQN 
7421(a) oF TEE INTERNAL REvENUE CoDE oF 1954. 

The claim of the Government that a corporation was an employer 
of fishing crews, with a resulting liability for social security and un- 
employment taxes, was not without foundation where, among other 
things, the corporation furnished its boats to captains of its own 
selection who then hired their own crews; the catch was generally 
sold to the corporation; credit was extended to the captains; and 
the loss of an unsuccessful trip was absorbed by the corporation. 

The purpose of section 7421(a) of the Internal Revenue Code of 
1954 is to permit the United States to assess and collect taxes al- 
leged to be due without judicial intervention and to require that the 
legal right to disputed sums be determined in a suit for refund. 
Section 7421(a) prohibits suits for injunctions to bar the collection 
of federal taxes where collecting officers have made the assessment 
and claim tha. t such assessment is valid. 

A suit for injunctive relief may not be entertained merely because 
collection ~ould cause an irreparable injury, nor because of the in- 
adequacy of the legal remedy. It is only when, at the time of suit, 
on the basis of information then avaiiable, the Government has no 
chance of ultimately prevailing and establishing its claim on the 
most liberal view of the law and the facts, and equity jurisdiction 
otherwise exists, that the suit for injunction may be maintained. 

2. JUDGMENT REVERSED. 

Judgment of United States Court of Appeals for the Fifth Circuit, 
291 Fed. (2d) 402 (1961), reversed. 
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SUPREME COURT OF THE Ui&ITED STATKG 

No. 493, — October Term, 1061 

J. L. E»ocks, Di»t&. ict Director of Internal Reee»«e, Petitio»er, v. Wittia&ns Pa«t;- 
1 ng &f, "t&aeigatio&t Co. , I»c. 

On writ of certiorari to the United States Court of Appeals for the Fifth Circuit 

[3rlay 28, 1062] 

IIR. CHiEF JvsTzcE WaRREiv delivered the opinion of the Court. 
Fearing that the District Director of Internal Revenue for &&lississippi would 

attempt to collect allegedly past due social securitv and unemployment taxes 
for the years 10!3, 1054 and 1955, respondent, ir late 1057, brought suit in the 
Distri& t Court, maintaining that it was not liable for the exactions and seel&iug 

au injunction prohibiting their collection. The District Director, petitioner 
herein, made no objection to the issuance of a preliminary restraining order 
but resisted a permanent injunction, asserting that the provisions of section 
7421(a) of the Internal Revenue Code of 1054 barred any such injunctive pro- 
ceeding. That sectioii provides: 

"Except as provided iu sections 6212 (a) and (c), and 6213(a), no suit for 
the purpose of restraining the assessment or & ollectiou of any tax shall be 
maintained in any court. " 

The exception for Tax Court proceedings created by sections 6212 (a) and (c) an&1 

6213(a) was not applicable because that body is vvithout jurisdiction over taxes 
of the sort here in issue. Never(. heless, on Julv 14, 1959, the court, relying upon 
I[fille& v. Standard &nut Itargarine Co. , 284 U. S. 498 [Ct. D. 457. C. B. XI — 1, 370 
(1032) ], permanently enjoined collection of the taxes ou the ground that they 
were uot, iu fact, payable aml because collection would destrov respondent's 
business. 176 F. Supp 168. One June 14, 1961. tbe Court of Appeals for the 
Fifth Circuit aifirn&ed, oue judge dissentiug. 291 F. 2d 402. We granted certi- 
orari i, o deteruiine ivhether the case came within the scope of this Court's holding 
in &ut ltarga&lu& which indicated that section 7421(a) was not, in the "special 
and extraordiuary facts and circunistances" of that case, ' intended to apply. ' 
368 U. S. 937, 

Respondent corporation (hereinafter referred to as Williams) is engaged in 
the business of providing trawlers to fishermen who take shrimp, oyster; and 
fish off the Louisiana and Mississippi coast. :. It is the Government's position 
that these fisheiuuen are the corporation's employees vvithin the meaning of sec- 
tions 1426(d) (2) and 1607(i) of the Internal Revenue Code of 1030, 26 U. S. C. 
(1952 ed. ), and sections 3121(d) (2) and 3306(i) of the Internal Revenue Code of 
1054. These sections specifically adopt the comu&on-lavv test for ascertaining 
the existence of the en&ployer-e&nployee relationship. As stated in United States 
v. Silk, 331 U. S. 704, 716, "degrees of control, opportmiities for profit or loss, 
investmeut in facilities, permanency of relation and skill required * + * are 
important for decisioii [umler these statutes]. " If, under the involved circum- 
stances of this case, the fishernien vvere employees, respondent Willianis is 
admittedly liable for social security and uuemploymeut taxes for the years in 
question. ' 

The following facts, material to the question of the existence of the emplov- 
ment relationship, were established. Williams provided its boats to captains 
which it selected; thev euiployed their own creivs aud could fire them at ivill, but. 
the relatiouship betvveen respondent corporation and thc fishermen vvas not 
ordinarily of short duration. The catch ivas generally sold to Williams which 
in turn resold it to the DeJean Packing Co. , a partnership closely allied to Wil- 
liains both by reasou of integrated operation and substantially ideutical owner- 
ship, The proceeds, after the deduction of expenses, were divided among tlie 
captain, the crew and the boat. Williaius received au additional share if it sup- 

' 234 U. S. , at 511. ' See also Xi&l v. Wagace, 259 U. S. 44, 62; &i pe&& v. Rege»ts, 304 U. S. 439, 449 [Ct. D. 
1344, C. B. 1933-1, 530]. 

s See sec. 1410, 1939 Code and sec. 3111, 1954 Code (social security taxes); sec. 1600, 
1939 Code and sec. 3301, 1954 Code &unemplovn!cnt taxes}. 

Presumably the exceptions for fishing operations created by secs. 1426(b) (15) and 
1607(c) (17) of the 1939 Code and by sec. 3306(c) (17) of the 1954 Code do not apply 
because the vessels here involved ivere of more than 10 ne& tons. 
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plied the nets and rigging. It extended credit to the captains and made it pos- 
sible for them to obtain credit elsewhere, and if a trip was unsuccessful and if 
the captain or crew members no longer continued to operat. e a boat, Williams 
absorbed the loss. 

With respecr, to the existence of a recognized right of control by the employer, 
as niight bc expected, the testimony was in conflict. Pei, ii, ioner introduced evi- 
dence to show that Williams could effectively refuse ice to boats and thus deter- 
mine whether they wou}d go out, that the boats' times of return rvere sometimes 
directed by the respondent corporation, that it could dictate the nature of the 
catch, and that permission was needed to sell the catch to someone other than 
respondent. And petitioner pointed out that both respondent and its fishermen 
had for other purposes represented that an employer-employee relationship ex- 
isted. ' On the other hand, the District Court here found, and the respondent 
now asserts, that the corporation was xvholly without any right of control. 

Attempting to establish a basis for equitable jurisdiction, the corporation 
maintains that it will be thrown into bankruptcy if required to pay the entire 
assessment of $41, 508. 57. It is undisputed that Williauis itself is without 
av'ailable funds in this amount, but the Government suggests that respondent 
has denuded itself of assets in anticipation of its tax liability, that Demean's 
assets should be considered as belonging to respondent, and that, in any event, 
the respondent corporation may pay the assessment for a single quarter and 
then sue for a refund. 

The object of section 742l(a) is to withdraw jurisdiction from the state and 
federal courts to entertain suits seeking injunctions prohibiting tbe collection 
of federal taxes. In Miller v. Stavtdard Nut Margarirrc Co. , supra, this Court 
was confronted with the question whether a manufacturer of "Southern Nut 
Product" could enjoin tbe collection of federal oleomargarine taxes on its goods. 
Prior to the assessment in issue three lower federal court cases had held that 
similar products were nontaxable and, by letter, the collector had informed the 
manufacturer that "Southern Nut Product was not subject to the tax, This 
Court found that "a valid oleomargarine tax could by no legal possibility have 
been assessed against ". * s [the manufacturer], and therefore the reasons 
underlying "' s * [sec. 7421(a)] apply, if at all, with little force. "' Noting 
that collection of the tax "would destroy its business, ruin it financially 
and inflict serious loss for which it would have no remedy at law, " the Court 
held that an injuuctdon could properly issue. Id. , at or10 — fill. The courts below 
seem to have found that Nut Margarine decides that section 7421(a) does not 
bar suit for an injunction against the collection of taxes not due if the legal 
remedy is inadequate. We cannot agree. 

The enactment of the comparable Tax Injunction Act of 1087, 50 Stat, 788, now, 
as amended, 28 U. S. C. section 1841, forbidding the federal courts to entertain 
suits to enjoin coilection of state taxes "where a plain, speedy, and efficient rem- 
edy may be hart in law or in equity in the courts of such State, " throws light on 
the proper construction to be given section 7421(a). It indicates that if Congress 
had desired to make the availability of the injunctive remedy against the collec- 
tion of federal taxes not lawfully due depend upon the adequacy of the legal 
remedy, it would have said so explicitly. Its failure to do so shows that such 
a suit may not be entertained merely because collection xvould cause an irrepara- 
ble injury, such as the ruination of the taxpayer's enterprise. This is not to 
say', of course, that inadequacy of the legal remedy need not be established if 

i For instance, during World War II, respondent represented that the fishermen were 
employees for the purpose of securing occupational deferments for them. And in the 
course of a prior antitrust litigation, instituted against a union to which respondent's 
fishermen belonged, the union defended against the charge of price fixing on the ground 
that its members were employees. The Government, curiously, successfully maintained 
that an employment relationship did not exist. See Gulf Coast Sliriutpers d Oustermaus 
Assn. v. United States, 236 F. 2d 658 (C. A. 5th Cir: 1956}. 

'ld. , at 510. 
The product in issue wss made only with vegetable oils, The pertinent taxing statute 

defined "oleomargarine" as "ail substances heretofore known as oleomargarine, oleo, 
oleomargarine-oil, bntterine, iardine, suine, and neutral; ail mixtures and compounds 
of oleomargarine, oleo, oieomargarine-oil, bntterine, iardine, snine, and neutral; aii lard 
extracts and tallow extracts; and ail mixtures and compounds of tallow, beef-fat, suet, 
lard, lard-oii, vegetable-oii annotto [a coloring material], and other coloring matter, 
intestinal fat, and ofiai fat made in imitation or semblance of butter, or when so made, 
calculated or intended to be sold as butter or for butter. " 24 Stat. 209. The assess- 
ment was based on the argument that the statutory reference to "vegetable-oil annotto" 
was meant to bring products made with vegetable oii within the definition, The Court 
held that the Act was obviously designed to include only vegetabie-oii coloring used in 
conjunction with animai-fat products; in fact, after the tax year involved, the statute 
had been amended to bring vegetable-oil products within the definition. Sce 46 Stat. 1022. 
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s&'&'iiou 7421 ( a) is inapplicable; indeed, the contrary rule is well ' established. 
See, &. g. , Mattkelus v. Rogers, 284 U. S. pn21;, Vill& r v, Stu&&dard V«t llarga&i»e 
Co. , supra; Do&cs v. C]&icagn, ll Wall. )08. However, sin& e we conclude that sec- 
tion 742&1ia) bars any suit for an injunction in this case, &ve need uot determine 
whether the taxpayer would suffer irreparable injury if collection &vere effected, 

The manifest purpose of section 7421(a) is tn per&nit the United States tn 
assess and collect taxes alleged to be due without judi& ial intervention, and to 
require that the legal right to the disputed suu&s be det& rmined in a suit for re- 
fund. In this manner the United States is assured of p&x&mpt collection of its 
lawful reVenue. ' Nevertheless, if it is clear that under no circumstances could 
tbe Government ultimately prevail, the central purpose of the Act is inapplicable 
and, under the X«t margarine case, the attempted collection may be enjnined 
if equity jurisdiction otherwise exists. In such a situatinn the exactinn is merely 
in "the "uise of a tax. " Id. , at 509. 

We believe that the question of whether tbe Gnver&&met&t has a chan& e of ulti- 
mately prevailing is to be determined on the basis of the inforn&ation available to 
it at the time of suit. Only if it is then apparent that. under the most liberal 
view of tbe law and the facts, the United States caunot establish its claim, may 
the suit for an injunction be maintained. Otherwise, the District &'ourt is &vith- 
out jurisdiction, and the complaint must be &lismi, scd. To require mnre than 
good faith on the part of the Government would unduly iuterfere with a collat- 
eral objective of the Act — protection nf the collector from litigation peuding a 
suit for refund. And to permit even the maintenance of a suit in which an in- 
junction could issue only after the taxpayer's nonliability had beeu conclusively 
established might "in every practical sense operate to suspend cnlleciion of ihe 

a taxes until the litigation is ended. " Great Lakes Dredge &f Dock Co. 
v. II«ff»&an, 819 U. S. 298, 299. Thus, in general, the Act prohibits suits for 
injunctions barring the collection of federal taxes "v hen [the collecting] ojjicers 
* * " have made the ass[ess]ment, and claim that it is valid. " S»gder V. Marks, 
109 U. S. 189, 194. 

The record before us clearly reveals that the Government's claim of liability 
was not without foundation, Therefore, we reverse ibe judgmeut of the Court 
of Appeals and remand the case to the District Court with directions to disa&iss 
the complaint. 

Reversed. 
iiIR. JU8TIGE FRavxrURTER took no part iu the consideration or decision of this 

case. 

CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

26 CI&R 801. 7805 — 1: Rules and regulations. Rev. Ru1. 6n — 1B 
I. ist of 57 obsolete Revenue Rulings and Revenue Procedures con- 

cerning tobacco products and cigarette papers aud tubes, published 
in C. B. 1958 — 1 through C. B, 1900 — 1. 

Because of numerous changes in the law and regulations relating 
to products subject to tax under Chapter 52 of the Internal Revenue 
Code of 1954& a review has been made of the Revenue Rulings and 

' Compare S. Rep. No. 1085, Vfith Cong. . 1st Sess. 2, conceruiug 28 U. S. C. ( 1841: "The existing practice of the Federal courts in entertaining tax-iujuuctiou suits against State oilirers &uakcs it possible for foreign corporations doing business in such States to withhold from them and their governmental subdiviaioue, taxea in such vast amounts 
aud for such long periods of time as to seriously disrupt State and. county finance. The 
pressing needs of these States for this tax money is ao great that in many iustauces 
they have been compelled to compromise these suits, aa a, result of which substantial 
portions ot the tax have been lost to the States without a judicial exaraiuatiou into the 
real merits of the controversy. " 
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Revenue Procedures issued with respect to such products from 1053 
to date. 

Particular consideration has been given to the effect of the Excise 
Tax Technical Changes Act of 1958, 26 U. S. C. 5701, C. B. 1058 — 3, 92, 
at 231, which substantially revised the provisions of Chapter 52 of the 
Code, and to the regulations issued, reissued, or amended as a result 
of the enactment of this law. 

On the basis of the review which has been made, it has been deter- 
mined that the following Revenue Rulings and Procedures have no 
application to the law and regulations now in e8ect) or they are un- 
necessary since the subject matter of the ruling or procedure is now 
specifically covered by regulations. These Revenue Rulings and 
Revenue Procedures are ther~efore found to be no longer in effect and 
are hereby declared to be obsolete, as follows: 

Revenue RuHng 
numl) er 

53 — 11 
53 — 153 
54-275 
54-276 
54-317 
M-348 
55-530 
55-580 
55-608 
55-708 
55 — 722 
56 — 17 
56-73 
56 — 74 
56-76 
56-113 
56-114 

Cumulative Bulletin 
citation 

C. B. 1053-1, 532 
C. B. 1953 — 2, 448 
C. B. 1054 — 2, 391 
C. B. 1954 — 2) 393 
C. B. 1M4 — 2, 302 
C. B. 1954 — 2, 404 
C. B. 1955-2, 478 
C. B. 1955-2, 479 
C, B. 1055 — 2) 474 
C. B. 1955 — 2, 478 
C. B. 1055-2, 476 
C. B. 1056-1, 542 
C. B. 1956-1, 539 
C. B. 1056 — 1, 541 
C. B. 1056 — 1, 548 
C. B. 1956-1, 546 
C. B. 1956-1, 548 

Revenue Ruling Cumulative Buuetin 
numi)er c)talion 

56-140 C. B. 1056-1, 536 
56-141 C. B. 1056-1, 543 
56 — 142 C. B. 1056-1, 547 
56-150 C. B. 1056-1, 538 
56-103 C. H. 1056 — 1, 535 
56 — 205 C. B, 1056 — 1, 550 
56-310 C. B. 1956-2, 928 
56 — 426 C. B. 1956 — 2, 025 
56- 469 C. B. 1M6 — 2, 026 
56-643 C. B. 1056-2, 924 
57-16 C. B. 1057-1, 428 
57 — 35 C. B. 1057 — 1, 405 
57-07 C. B. 1957-1, 431 
59-54 C. B. 195)9-1, 537 
50-342 C. B. 1050 — 2, 367 
50-364 C. B. 1050-2, 368 
60-157 C. B. 1060-1, 501 

Revenue Procedure Cumulative Bulletin 
numt)er citation 

Revenue Procedure Cumulative Bullet)n 
citati. on 

55 — 11 
55-12 
56 — 1 
56 — 3 
56-4 
56-16 
56 — 20 
56 — 21 
56-30 
56-31 
57 — 7 
57 — 8 

C. B. 1055 — 2, 012 
C, B. 1955-2, 914 
C. B. 1056-1, 1016 
C. B, 1056-1, 1018 
C. B. 1956-1, 1019 
C. B. 1956 — 1, 1041 
C. B. 1056-1, 1045 
C. B. 1956-2, 1379 
C. B. 1956-2, 1389 
C. B. 1M6 — 2, 1392 
C. B. 1057 — 1, 730 
C. B. 105'7-1, 732 

57 — 0 
57-11 
57 — 20 
58 — 1 
58 — 7 
58 9 
58 — 12 
50 — 6 
50 — 7 
59 — 28 
59-35 

C. B. 1057-1, 734 
C. B. 1057-1) 730 
C. B. 1%7 — 1, 750 
C. B. 1058-1, 683 
C. B. 1058 — 1, 689 
C. B. 1958 — 1) 602 
C B 1058 2) 1 123 
C. B. 1050-1, 815 
C. B. 1059 — 1, 817 
C. B. 1050 — 2, 041 
C. B. 1059 — 2, M8 

Revision of Revenue Rulings and Revenue Procedures issued under 
Chapter 15 of the Internal Revenue Code of 1930 and Chapter 52 of' 

the 1954 Code. See Rev. Proc. 62 — 24, page 480. 





PART II 

RULINGS AND DECISIONS UNDER THE INTERNAL REV- 
ENUE CODE OF 1939, THE FEDERAL FIREARMS ACT, 
AND OTHER PUBLIC LA%S 

SUBPART A. — RULINGS AND DECISIONS UNDER THE INTERNAL 
REVENUE CODE OF 1939 

Rulings and decisions published in Part 11, Subpart, A. , of the in- 
ternal Revenue Bulletin are baseel on the applications of provisions ot 
the Internal Revenue Code of 1980 and unless other+. ise noted therein 
are published ivithout consideration to any appli& ation of the provi- 
sions of the Internal Revenue Code of 10'54, the Federal Firearms Act, 
or other public lairs, 

SUBTITLE A. — TAXES SUBJECT TO THE JURISDICTION 
OF THE BOARD OF TAX APPEALS 

CHAPTER 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART V. — RETURNS AND PAYMENT OF TAX 

SECTION 55. — PUBLICITY OF RETt, RNS 

26 CFR 458. 824: Inspection of returns by 
commit tees of Congress other t ha n 
those enumerated in section 55 (d'1 of 
the Internal Revenue Code of 1080. 

Inspection of income tax returns of tax-exempt organizations for 
the years 1950 to 1962, inclusive, by the House Select Committee on 
Small Business. See E. O. 11055, page, '300. 

Inspection of certain returns by the Senate Con&mittee on Foreign 
Relations. See E. O. 11005, page 110, 

(353l 
674924' — 63 — 24 



Regs. 118, $ 39. 115(a)-1. ] 356 

SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 

SUPPLEMENT B, — COMPUTATION OF NET INCOME 

SECTION 115(a). — DISTRIBUTIONS BY CORPORATIONS: 
DEFINITION OF DIVIDEND 

REGULATIoNs 118, SEOTIGN 89. 115(a) — 1: Dividends. 

The effective date of a distribution made by a corporation to a 
shareholder. See Rev. Rul. 69 — 181, page 94. 

SECTION 115(b). — DISTRIBUTIONS BY CORPORATIONS: 
SOURCE OF DISTRIBUTIONS 

REGULATIGNs 118, SEGTIGN 89. 115(b) — 1: Sources of 
distribution in general. 

The e8ective date of a dividend distribution as determined by refer- 
ence to source. See Rev. Rul. M — 181, page 94. 

SUPPLEMENT M. — INTEREST AND ADDITIONS To THE TAX 

SECTION 999. — INTEREST ON DEFICIENCIES 
Computation of interest where accrued foreign taxes are abated, 

See Rev. Proc. 69 — 27, page 495. 

SECTION 994. — ADDITIONS TO THE TA. X IN CASE 
OF NONPA. YMENT 

REGULATIGNs 118, SEOTION 39. 294 — 1: Additions 
to the tax. 

Computation of interest where accrued foreign taxes are abated. 
See Rev. Proc, 69 — 97, page 495. 

CHAPTER 10. — ADMISSIONS AND DUES 

SUBCHAPTER A. — ADMISSIONS 

SECTION 1700. — TAX 
REGULATIGNs 48, SEGTIGN 101. 14: Scope of tax. Ct. D. 1879 
(Also Part I, Section 4281. ) 

EXCISE TAXES — INTERNAL REVENUE CODE OF 1939 — DECISION OF COURT 

1. A. DMIssIONs — CABARETS — PRIvATE CLUB v. PUBLIc PLAcE. 
A so-called "dinner club, " operated for profit, furnished food and 

entertainment to its patrons. The club was organized as a private 
club to comply Ivith state liquor laws. Membership cards were used 



[Regs, 43, I& 101. 14, 

but there 'ivas no formal application for inembership or a system 
of apl&i'oval, no initiation fees or dues, no board of directors or meet- 
ing of the meinbers. 

The court held that in vieiv of all the circumstances ihe club was 
so clearly a public place, ivithin the meaning of section 1700(e) of 
the 1!)39 Code, that. it was subject to the cabaret tax and a directed 
verdict for the United States shoulcl have been granted in the Dis- 
trict Coiirt. 

2. JIJOGMENT REvERSED. 
Judgment of the United States District. (. 'Ourt tor the Southern 

District of West Virginia, Xo. 629, February 8, 1M1, reversed. 

3. ('ERTIORARI DENIED. 
Petition for certiorari denied Jlarch 10, 19()2, 369 U, S. 818. 

IN THE UNITED S'rATEs CQURT oF APPEALs FoR TEIE FouRTH CIRcUIT 

iso. 8412 

Club Ifa»&on, Inc. , 4)&I&ellee v. United States of 4merica, 4ppellanf 

Appeal from the l'nited States District Court for tlic Southern District of %vest Virginia, 
at Blue&le&a, John A Field, Jr. , District Judge 

[November 15, 1MI] 
SoPERy Circuit Judge 

The United States appeals froni a judgment of the District Court, based on the 
verdict of a jury, that the Club Ramon, Inc. is entitled to a refund in the amount 
of $386. 65 for taxes paid by it uiider Section 1700(e) of the Internal Revenue 
Code of 1039, as amended by Section 622 of the Revenue cffci. of 1042 Chapter 619, 
56 Stat. 708, and, by Section 3 of the Public Debt Aci of 1044, o8 Stat. 272 [C. B. 
1944, 815]'. a 

The statute imposes a tax of 20% on amounts paid for admission or rcfresli- 
meht at "any roof garden, cabaret or other similar place furnishing a public per- 
formance for profit". The quoted phrase is defined to include "any rooin in any 
hotel, restaurant, hall or other public place where niusic and dan«in privi- 
leges "' * a are afforded the patrons in connection with the serving or selling 
of food [or] refreshment. " The issue submitted to the jury was ivheilier the 
business of the Club was conducted in a public place as defined in the statute and 
the jury found for the plaintiff and against the United States. This appeal 
is based upon the rejection of a motion of the United States offered at the con- 
clusion of the evidence for a directed verdict on thc ground tliat there is no 
showing in the evidence that the Club Ramon ivas a bona fide club operated in 
a private place but on the contrary ivas an enterprise conducted for. profit in a 
public place v here its patrons were afforded entertai»nient for which they paid. 
In our judgment, based on the evidence outlined below, the motion for directed 
verdict should have been granted. 

Club Ra&non, Inc. is a corporation established under the laws of West Virginia 
on October 13, 1051. It is, in effect, a one-man enterprise owned by Raymond O. 
hlattee and carried on by him for profit in Bluefiield, W, Va. At its inception 
20 shares of stock of the par value of $100 per share ivere issued of which 18 
shares ivere issued to Jlattee, 1 share to his wife, and 1 share to Dudley Z. Cruise 
who ivorks regularly as a clerk ivith the Bluefield Supply Company during the 
day but also acts as assistant to Iilattee in the evenin in the operatio~ of the 
Club Ramon, These three persons constituted the Inboard of Directors of the 
corporation. WIattee became the President and Treasurer, his wife, Secretary, 
and Cruise, Vice President. The wife died in 1956 and the position of Secretary 
has not been since filled. 

The certificate of incorporation states that the purpose of the corporation is to 
operate "a private dinner and supper club for the service of food and beverages. " 
The by-laivs of the corporation provide that the club shall be operated as a private 
club for the use of its members and their guests and that the Board of Directors 

s The amount sued for represents the payment of excise taxes for the month of October 
1951 which was made in order to test the aPPlication of the tax to the taxPaying corPora- 
tion, Tile total liability assessed against the taxpayer for the period from October 1, 
193 j to Deceniber 31, 1937 was 824, 729. 91, consistnig of 817, 234. 98 in taxes, 84, 233, 98 
in pena)tb s and interest of 83, 249, 93. 

' 
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shall prescribe the requirements for membership and issue appropriate identi- 
fication to the members. No such regulations, however, have been passed and 
no attempt has been made to organize a private club in the ordinary meaning of 
(hat term. The selection of members has been entirely in the hands of Mattee 
and the evidence of membership is a membership card issued by Mattee bearing 
the member's name. The privileges of members consist in the right to have access 
to the Club and to partake of its entertainment for a price but no meetings of the 
members are held and the members have no voice in the selection of members, 
no control of the operation of the Club, and no share in the profits. In short, 
as witnesses for the taxpayer testified, the Club is Mattee and the profits are his. 

The place of business is open after 5i80 P. M. in the evening. The name Club 
Ramon appears on the canopy over the sidevvalk which shelters the entrance. 
The rooms include a lounge, reading and television room and a dining room 
containing a small area for dancing. Music is provided by a tape machine, a 
juke box and an electric organ. Members are permitted i, o consume alcoholic 
drinks on the premises which they may provide themselves and keep in a locker 
if they desire, or may purchase by the drink from the Club. In these respects 
the enterprise is similar to the business organization commonly known as a night 
club which is defined in Webster's New Collegiate Dictionary as "a commercial 
establishment operating at night to supply food and entertainment to its cus- 
tomers. " In fact. , the telephone company in Bluefield lists the taxpayer as a 
night club in its classified directory. Mattee and Cruise testified that they had 
no knowledge of this listing and that the business was not advertised in any 
other way. 

The contention of Mattee that he does not furnish a public performance and 
does not operate a public place for entertaiumeut is based almost entirely on 
restrictions imposed by him upon entrance to his establishment. The outside 
door of the restaurant is locked and opened only in response to a buzzer and 
usually but not ahvays admission is restricted to persons bearing a membership 
card inscribed with their names and to their guests. Approximately 400 mem- 
bership cards have been issued to residents of the city who are primarily but 
not exclusively local business or professional persons who desire the kind of 
facilities for food, drink and entertainment which the Club furnishes. The cards 
entitle the holders and the members of their families to admission to the Club. 
No formal application for membership is required. It is granted upon the rec- 
ommendation of a member or upon the request of an applicant or upon the 
acceptance of an invitation to became a member issued by the management. In 
case of doubt as to the suitability of an applicant other members of the Club 
may be consulted before the membership card is issued but usually no-such in- 
vestigation is needed. Admission of non-members is granted at the request of 
other members who may or may not accompany the non-member. This practice 
is followed in extending the privileges of the Club to the patrons of a motel in 
the city upon the request of the operator of the motel who is a card-carrying 
member of the Club. 

Reason for restricting admission to the Club is found in the fact that the 
operations of the business involve violations of the liquor laws of West Virginia. 
The sale of alcoholic liquors at wholesale and retail in the state is a state mo- 
nopoly. They may be sold at retail only through state stores and agencies of 
the West Virginia Liquor Control Commission. West Virginia Code of 1955, 
Section 5907(29). A person may not drink alcoholic liquor in a public place 
or tender a drink of alcoholic liquor to another person in a public place. Section 
5907(90). If the business of Club Ramon as above described be regarded as 
conducted in a public place within the meaning of the West Virginia statutes 
the use of alcoholic liquor by the patrons on the premises is a violation of the 
law. That the sale of alcoholic liquors regularly takes place is evidenced by the 
fact that the Club has acquired a stamp denoting the payment of a special tax to 
the United States which is required of retail dealers in liquor under 20 U. S. C. 
Section 5121 and 5122. 

In view of all these circumstances we conclude that the Club Ramon is so 
clearly a public place within the meaning of the Federal Statute that a verdict 
for the United States should have been directed. The pretense set up in the 
charter and in the by-laws of the corporation that the organization is a private 
club has no foundation in fact and is not now urged in support of the judgment 
of the District Court. Hence, the question is whether a restaurant which is 
operated by its owner for profit and for this purpose is open to such members of 
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the general public and their falnilies, without specific qua)ificatiou, as the pro- 
prietor may deem it safe and prudent, to adniit to a place where violations of 
the state )aw are carried on, must. properly be described as a public place 
within the ineaning of thc st;&tute. IVe think that the ann&vcr must be in the 
afilrmative ivheu, a~s in this ease, the sale of the privil&; &. s of the place ivan the 
lifeblood of the business and a large section of the general public was served. 
Actually the rc;trictions involved in the card-carryiug practice were no more 
severe than those iluposed by other public places of entertainment from which, 
for oue purpose or another, certaiu classes &&f the geueral public are customarily 
excluded. 

A contrary conclusion was reaciied by the & ouri in E. Bite&1 States v. La&BE&et)& 
i9 Cir. 1040), 176 F. 2d 810, upon which tbe District Judge iu the peuding case 
re)ied. o Therein it iv;&s held that a restaurant operaiiug nolninally as a club 
but maiutaiued by an individual for bis oivn profit &&ud engaged in violation of 
the state liquor laws ivas not a public place although it was accessible to almost 
anyone who &lcsired to join. 1Ve «re not in accord iviih this holding for it . ecu&s 
to us to ignore realities which are apparent to the ordinary miud. It is, of 
course, the duty of the trial judge to leave i. . ucs of fact to the determinatiou 
of the jury but he is not obliged to submit issues as to ivhose outcolne no 
reasonable doubt &an be entertained. "Aud where ibc evidence is 'so over- 
whelmingly on one side as to leave no room to doubt what the fact is, the court 
should give a peremptory iustruction to the jurv. ' a * The rule is settled 
for the federal courts, aud for many of the slate courts, that whenever in the 
trial of a civil «;&;e the evidence is clearly such that if a verdict were rendered for 
one of the parties the other xvou)d be entitled to a new irial. it is the dutv & f 
the judge to direct the jury to find accordin to ibc view. of tbe court. Such a 
practice, this court has said, not only saves time aml expense. but 'gives scien- 
tific certainty to the law in its application to the facts aud promotes the ends of 
justice. ' a a * Tbe scintilla rule has beeu definitely aud repeatedly rejected 
so far as the federal court. . are col&cerned. ": e '"" Pe&&na. R. Co. v. Chan&fer- 
ia&», 288 I', S. 333, 343. Aud see li'i&clio&. ia Ifa&&E' arid Trr&at Co. v. I nr'ted States 
(4 Cir. 1061), 288 F. 2d 7oo, 737: )1 r ig)&t v. G&. aii&, Dca)e&'s '&at. )fat. Fire Ins. Co. 
(4 Cir. 1000), 186 F, 2d 056, 968. 

Cases similar to the instant oue may s~ell arise iu ivhich tile evideuce presents 
the factual question, appropriate for jury resolution, as to ivhetber the activities 
sought to be taxed are public or private. The determination iu each case must 
depend on the force and character of the evidence there preseuted. AVhat we 
hold here is that the facts in this case establish beyond reasonable dispute that 
tbe Club Ramon, Inc. , in its organization and operation, is no more private than 
the ordinary discriminating restauraut, aud that it is, therefore, liable for the 
taxes itnposed. 

The judgment of the District, ( ourt. is reversed with direction to dismi the 
complaint. 

Reversed. 

CHAPTER 37. — ABATEMENTS, CREDITS, AND REFUNDS 

SECTIOX 3771. — INTEREST OX OVERPAYMENTS 

Colnputation of interest ivhere accrued foreign taxes are abated. 
See Rev. Proc, 62 — 27, page 405. 

*Refunds of excis& taxes paid nader Section 1700(e) have been granted br District 
Courts in the following cases in which the facts are more or less similar tn those i» the 
case at bar: ivaglor v. U&ritcd states iD. c. s. D, cal. 19'&2) 102 F. supp. 309; Btu. ader v. 
0'-)Io&tcg (D. C. Nebr, 1954) 119 P. Supp. 027; Boa&her Club. Inc. v. Bro&rrich, 
U. S. T. C. Par. 49, 054; Boat)&rond Cl&rr&, Inc. v, Brodr'rc&', 50 — 2 i . S. T. & . Pur. 9931; i. pt&rrc» 
Cl&&», I&rc. v. tin&ted otatcs, 53-1 U. S. T. C. Par. 15. 154: 1)&ii»n's 1&ri&& C&nb, Inc. v ICnc&r(& r, 
53-2 U. S. T. C. Par. 15. 159. 



SUBPART B. — RULINGS AND DECISIONS UNDER THE 
FEDERAL FIREARMS ACT 

Rulings and decisions published in Part II, Subpart B, of the 
Internal Revenue Bulletin are based on the application of provisions 
of the Federal Firearms Act. 

SECTION I. — DEFINITIONS 

26 CFR 177. 10: Meaning of terms. T. D. 6618' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PART ITT. — 
INTERSTATE TRAFFIC IN FIREARMS AND AMMUNITION 

Miscellaneous amendments 

DEPARTMENT OF THE TREASURY~ 
OrrICE oF CoMMIssioNER OF INTERNAL REVENUE~ 

Weshington 85, D. C. 
To Officers und Ernpoyees of the Interne/ Revenue 8ervice and Others 

Concerned: 
On July 24, 1962, a notice of proposed rulemaking with respect to 

the amendment of 26 CFR Part 177, Interstate TraSc in Firearms and 
Ammunition, was published in the Federal Register (27 F. R. 6981). 
No objections to the rules proposed having been received within the 
60-day period prescribed in the notice, the regulations as so published 
are hereby adopted. 

In order to conform to the provisions of the Federal Firearms Act 
(52 Stat. 1250; 15 U. S. C. 901 — 909), as amended by Public Law 87- 
842 (75 Stat. 757) and to make certain other editorial and clarifying 
changes, the regulations in 26 CFR Part 177, "Interstate TraSc 
in Firearms and Ammunition", are amended as follows: 

$ 177. 10 [Amendment] 
1. Section 177. 10 is amended by deleting the term "crime of vio- 

lence. " and the definition of the term and by striking the definition of 
"fugitive from justice" and inserting in lieu of the latter definition 
ihe following: "Means any person who has Red from any State, Ter- 
ritory, the District of Columbia, or possession of the United States 
to avoid prosecution for a crime punishable by imprisonment for a 
term exceeding one year or to avoid giving testimony in any criminal 
proceeding. ", and by striking the last sentence in the definition of 
"United States. " 
$ 177. 20 [Amendment] 

2. Section 177. 20 is amended by inserting the following sentence 
at the end thereof: "In any case where a person who possesses a 
license issued under the act becomes a fugitive from justice or is 
indicted for, or convicted of, a crime punishable by imprisonment for 
a term exceeding one year by or in any court, such person is prohibited 
from transporting, shipping or receiving firearms or ammunition in 

' 21 F. R. 10041. 
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interstate or foreign commerce or ca'using firearms or ammunition to 
be transported or shipped in intelstate or~foreign commerce. " 

:3. Section 177, 25 is amendecl to read as follows: 
f 177. '&8 STATUTQRY RESTRIOTIo;vs. — A license shall not be issued to any person 

who is a fugitive from justice or is under iudictuient for, or has been convicted 
of, a crinie punishable by iniprisonmeut for a term exceeding oue vear by or in 
any court. 

4. Section 177. 61 is amended to read as follows: 
l& 177. 81 GEEE&Llr. . — A proper license shall eutitle the person to &vhom issued 

to trausport, ship and receive firearms or alumunition in interstate or foreign 
commerce, within the' limitations of the Act, for'a period of one year from tile 
date of issuance. A license issued under the Act shall be subject to revocation 
at any time the licensee is convicted of a violation of auy of the provisions of the 
Act (see 177. 48), aud to administrative cancellation (see 177. 80). It shall be 
unlawful for any manufacturer or dealer holdin, a license issued under the 
Act ivho becomes a fugitive from justice or is indicted for, or convicted of, a 
criiiie puuishaMe by imprisonnient for a term exceedin, one year by or in any 
court, to transport, ship, or receive firearms or ammunition in interstate or 
foreign commerce or to cause firear&ns or ammunition to be transported or 
shipped in interstate or foreign commerce. A license shall not be is;ucd in auy 
ca. e for a period of less than one year. 

f 177. 88 through 177. 4 & 
I Deletions] 

;&. Sections 177. 38, 177. OO, 177. 4(i, 177. 41, and 177. 49 are deleted in 
their entirety, and the undesignatecl centerhead preceding bq 177. 68 
is amended to lead "Revocation of License". 

6. Section 177, 4:3 is amended to read as follows: 
i; 177. 48 REvocxrrox oF LtcnxsE. — Section 8(c) of the Act (15 U. S. G. 008(c) ) 

provides that whenever any licensee is couvicted of a violation of any of tbe 
provisions of the Act it shall be the duty of the clerk of the court to notify 
the Secretary of the Treasury ivitbin 48 hours after such convictiou. Accordingly, 
the Director, pursuant to the authority delegated to him to adniinister and eu- 
force the Act shall, upon receipt of the notice of, . conviction of a licensee of 
a violation of any of the provisions of the Act, immediately notify the licensee, 
by registered mail addressed to his last knoivu address, that his license is 
heing revoked. The letter vill stiite the basis of the revocation aud give the 
licensee an opportunity to show cause lvithin "0 davs after such notification is 
luailed why his license should not be revoked. If the licensee fails to shol~ 
cause, the license will be revoked by the Director in accordance wtih the provi- 
sions of Section 8(c) of the Act. 

f 177. 44 [Deletion] 
7. Scc(ion 177. W- is deleted in its entirety. 
H. Section 177. 56 is amended to read as follows: 

Iw 177. OG VA&&IATIoxs Iso& REqUIBElfEETs. — The Director may approve metli- 
ods of operation other than as cpe&ified in this part, where he finds that an 
emergency exists aud the proposed variations froni the specified requirements are 
necessary, and the proposed variations- 

(a) Will uot hinder the effcctive administration of thi. part, and 
(b) Will not be conirary to any provision of law. 

Variations froni requirenients granted under this section are conditioned on 
conipliance ivith the procedures, c&&nditions, and limitations set forth in the 
approval of the applicatiou. Failure to coinl&lv in ood faith with such pro- 
cedures, conditions, and limitations shall automatically terminate the authoritv 
for such variatious aud the liceusee thereupon shall fully comply with the 
prescribed requirements of regulations from lvhich the variatious were author- 
ized. Authority for anr variation may be lvfithdralvn whenever in the judgment 
of ihe Director the effective admiuistratiou of thi, part. is hindered by the 
continuation of such variation. Where a licensee desi&cs to en&ploy such varia- 
tion, he shall submit a written application to do so, in triplicate, to the Assist- 
ant Rc ioual Commissioner for transmittal to the Director. The applicatiou 



shall describe the proposed variation and set forth the reasons therefOr, 
variation shall not be employed until the application has been approved. The 
licensee shall retain, as part of his records, any authorization of the Director 
under this section. 

CI 
177. 80 [Amendment] 
9. Section 177. 80 is amended by inserting the following sentence 

at the end. thereof: "Further, it shall be unlawful for any license'd 

ilealer or lic'ensed manufacturer who is a fugitive from justice or who 
has been indicted for, or convicted of, a crime punishable by imprison- 
ment, for a term exceeding one year by or in any court, to transport, 
ship, or receive any firearm or ammunition in interstate or foreign 
commerce or to cause any firearm or ammunition to be transported 
or shipped in interstate or foreign commerce. " 

$ 177. 88 [Amendment] 
10. Section 177. 88 is amended by striking all the words after the 

terni "such person" and inserting in lieu thereof, the following: "is a 
fugitive from justice or is under indictment for, or has been convicted 
of, a, crime punishable by imprisonment for a term exceeding one year 
by or in any'court. " 

11. Section 177. 84 is amended to read as follows: 
$ 177. 84 INTERsTATE TRANBPORTATZON BY I&ELONS, ETC. — It shall be unlawful 

for any person who is a fugitive from justice or who is under indictment for, 
or has been convicted of, a crime punishable by imprisonment for a term exceed- 
ing one year by or in any court, to ship, transport, or cause to be shipped or 
transported in interstate or foreign commerce any firearm or ammunition. (Ssc. 
2, 52 Stat. 1250, as amended; 15 U. S. C. 902. ) 

lo. Section 177. 85 is amended (, o read as follows: 
&) 177. 85 REcEIPT BY I&'EroNs, ETc. — It shall be unlawful for any person who 

is a fugitive from justice or who is under indictment for, or has been convicted 
of, a crime punishable by imprisonment for a term exceeding one year by or in 
any court, to receive any firearm or ammunition which has been shipped or 
transported in interstate or foreign commerce. (Sec. 2, 52 Stat. 1250, as 
ameuded; 15 U. S. C. 902. ) 

$ 177. 88 [A. mendment, ] 
18. Section 177. 88 is amended by placing a period after the word 

"altered, " and by striking the woids in the section that appear after 
the word "altered, ". 

This Treasury Decision shall be efFective on the first day of the first 
month which begins not less than 30 days following the date of 
publication in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
Section 7 of the Federal Firearms Act (M Stat. 1252; 15 U. S. C. 907) ). 

MORTIMER M. CAPLIN& 
Comm Msioner of jnterna/ Eevevwe. 

Approved October 9, 1969. 
STANLEY S. SURREY) 

Assistant Secretary of the Treasury. 

(l&iled by the Division of the Federal Register on October 11, 1962, 8:50 a. m. , 
and published in the issue of the Federal Register for October 12, 1962, 
27 F. R. 10041) 
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SUBPART C. — RULINGS AND DECISIONS UNDER THE 
OTHER PUBI. IC LAWS 

Rulings and clecisions published in Part II, Subpart C, of thc In- 
ternal Revenue Bulletin are based on the application of provisions 
of other public laws on internal revenue nxatters, except those relating 
to the various alcohol taxes, which appear in Part III. 

TAX RATE EXTKXSION ACT OF 1962 

96 CFR 49. 0000: Statutory provisions; Tax Rate 
Extension Act of 1062; special credit or re- 
fund of transportation tax. 

Special credit or refund where the tax on the transportation of 
persons was collected prior to the date of change in the applicable tax 
but transportation begins after such date. See T. D. 6618, page 2:i8. 





PART III 

ALCOHOL TAX RULINGS AND DECISIONS 

SUBPART A. — RULINGS AND DECISIONS UNDER THE INTERNAL 
REVENUE CODE OF 1954 

Rulings and decisions publishecl in Part III, Subpart A, of. the 
Internal Revenue Bulletin are based on the application of provisions 
of the Internal Revenue Code of 1954 and, unless other~vise notecl 
therein, ;lre publishecl iviihout consicleration as to any application of 
the provisions of the Internal Revenue Code of 1939, the Federal 
Alcohol Administration Act, or other public lalvs. 

SUBTITLE E. — ALCOHOL, TOBACCO, AND CERTAIN 
OTHER EXCISE TAXES 

CHAPTER 51. — DISTILLED SPIRITS, WINES, AND BEER 

SUBCHAPTER A. — GALLONAGE AND OCCUPATIONAL TAXES 

PART 1. — GALLONAGE TAXES 

Subpart A. — Disuned Spirits 

SECTIOV 5001. — IMPOSITION, RdcTK, AND ATTACH'. llIEXT 
OF TAX 

Rev. Rul. 62 — 198 Ã& CFR '&:i1. 44: Other compounds and 
p1'epa1'at ious. 

(Also Section 502~; 170, 018. ) 
In order to be classed as unfit for use for beverage purposes, iln- 

portecl ancl domestic brandied fruits must consist of soliclly p«cP'&. d 
fruits, either whole or segmentecl, and shall not contain liquors (dis- 
tilled spirits and/or ivines) exceeding the quantity or alcohol content 
necessary for flavoring aircl preserving. 

(366) 
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In view of the complex problems relating to classification and treat. 
ment of imported and domestic brandied fruits, it is held that if the 

alcohol content of the liquid portion of the solidly packed brandied 
fruits exceeds 19 percent of alcohol by volume, or if the solids content 

(essentially sugar) of the liquid portion (expressed in grams per 100 
ml, ) is less than five times the percentage of alcohol by volume, a 
description and sample of the product, together with a statement of 
the reasons why a higher alcohol content is necessary for flavoring 
and preserving the product, or why a lower ratio of solids in the liquid 

portion is justifiable, as the case may be, should be submitted to the 
Director of the Alcohol and Tobacco Tax Division, Washington, D. C. , 
for determination whether the. product. qualifies under the regulations 
as unfit for use for beverage purposes. See Section 170. 613(a) (8) of 
the Miscellaneous Regulations Relating to I iquors. 

Imported and domestic brandied fruits not meeting the standards 
for products unfit, for beverage use referred to above, or which are 
soid. for beverage purposes or under circumstances from which it, 

might reasonably appear that it is the intention of the purchaser to 
procure the same for sale or use for beverage purposes, will be treated 
and classed as distilled spirits or wines (as the case may be) and as 
subject to the provisions of law and regulations applicable thereto. 

If fruits packed in liquor are not solidly packed, they will be 
treated as sirups and the liquid portion must conform to the standard 
for sirups, consisting of sugar solutions and liquors, as set forth in 
section 170. 613 (a) (7) of the regulations. 

Revenue Ruling 61 — 84, C. B. 1961 — 1, 793, is hereby superseded. 

SECTION 5006. — DETERMINATION OF TAX 

o6 CFR o01. 69: Alternate methods or procedures; 
and emergency variations from requirements. 

Maintenance of memorandum records for industrial spirits. See 
Rev. Rul. 69 — 992, below. 

96 CFR o01. 619: Maintenance and preservation 
of records. 

Maintenance of memorandum records for industrial spirits. See 
Rev. Rul. 6o — 999, below. 

96 CFR 901. 699: Summary of deposits and Rev. Rul. 6o — 999 
withdrawals, Form 1691. 

(Also Sections 901. 62, 901. 619. ) 
Certain proprietors of distilled spirits plants who are qualified pri- 

marily for the production or warehousing of industrial spirits have 
reported that, to promote efficient plant operation, they frequently 
reduce spirits below 190 degrees of proof in bonded storage, thereby 
rendering such spirits subject to the 90-year bonding period limitation 
of section 5006(a) (9) of the Internal Revenue Code of 1954. This is 
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done in anticipation of orders for undenaturecl spirits of lower pt oof 
for industrial purposes, or in preparation for subsequent denaturation 
of spirits at less than 100 degrees of proof. These proprietors have 
complained that, since spirits so reduced by them will be retained only 
temporarily after such reduction, it is unnecessarily burdensonte for 
them to make the adjustments in their accounts which are requirecl 
under section 201. 620 of the Distilled Spirits Plants Regulations ancl 
by Revenue Procedure 01 — 23, C. B. 1901 — 2, 558. 

HeM, the record-keeping requirements of section 201. 620 of the regu- 
lations, with respect to ma~intenance of seasonal accounts by state a~ncl 

plant numbers of producers, for spirits subject to the 20 — year bonding 
period limitation of section 5006(a) (2) of the Cocle, are intended to 
apply primarily to non-industaial beverage spirits, atzd to assure that 
the bonding period limitation as to such spirits will not be exceeclecl. 

Therefore, proprietors of distilled spirits plants who are qualified 
at speci6c pl~ants for the storage of spirits for inclustrial use may, for 
each such plant, apply under section 201. 02(a) of the regulations for 
permission to maintain memorancluiu records of spirits which are re- 
duced to a proof of less than 100 clegrees for temporary retention in 
anticipation of subsequent withdraw~&l for industrial use without de- 
naturation, or in anticipation of subsequent denaturation, in lieu of 
making the adjustments in their accounts prescribed in Revenue 
Procedure 01 — 23. 

Their applications should be accompanied by sample copies of the 
memorandum records they propose to keep and should contain the 
f ollowing: 

1. A stipulation that any spirits so reduced and not. denatured 
will be withdrawn only for industrial use or will be enterecl into 
the appropriate accounts as required by section 201. 629 of the regu- 
lations and Revenue Procedure 61 — 23; 

2, A stipulation of the maximum period of time any such spirits 
will continue to be held in bonded storage without denaturation 
after being reducecl to a proof of less tlxan 100 degrees; 

3. A stipulation that spirits so reduced in proof for subequent 
industrial use will not be transferred in bond; and 

4. A stipulation that the memorandum recorcls will be subject 
to the provisions of section 201. 612 of the regulations. 

subpart B. — RectiReation 

'ECTIOX 5025. — EXEMPTIOX FROiI RECTIFICATIOX TAX 

26 CFR 170. 163: Products exempt 
from commodity taxes. 

Brancliecl fruits packaged with liquors for HavorIng an(1 preserving. 
S~ e Rev. Rul 62 — 108, page 365. 
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Subpart D. Beet 

SECTION 5051. — IMPOSITION AND RATE OF TAX 

Tolerances in filling bottles and cans of beer. See Rev. Rul. 62 — 121, 
page 879. 

SECTION 5056. — EXEMPTIONS 

26 CFR 252, 248: Shipment to armed services. Rev. Rul. 62-101 

Section 252. 248 of the Exportation of Liquors Regulations provides, 
in part, that on removal of beer for export to the armed services of 
the United States, the shipment shall be consigned to the commanding 
ofhcer or supply oflicer at the supply base or other place of delivery, 
FFeld, beer withdrawn for export for shipment to an agency of the 
United States Government is considered analogous to a shipment of 
beer to the armed services of the United States. Therefore, Form 
1689, Beer for Export, and export bills of lading signed by an author- 
ized oflicial of an agency of the United States Government may be 
accepted by the Assistant Regional Commissioner for the purpose 
of clearing the brewer's bond. In such cases, section 1, items 5A and 
6B of Form 1689 should be appropriately modified and used by the 
brewer. The oflicial at the port of lading, who is authorized to receive 
beer for exportation in behalf of the agency of the United States, 
should. execute section V of the form, appropriately modified. 

SECTION 5056. — REFUND AND CREDIT OF TAX, OR RE- 
LIEF FROM LIABILITY 

26 CFR 245. 161: Notice by brewer. Rev. Rul. 62 — 166 

A claim for credit or refund of tax, under section 50o6(a) of the 
Internal Revenue Code of 1064, for beer removed from the market 
by a brewer and returned to stock is allowable only tvhere the notice 
required by section 246. 161 of the Beer Regulations has been filed 
prior to the return of the beer to stock. 

Advice has been requested whether a claim for refund or credit of 
tax on taxpaid beer removed from the market and returned to stock 
is allowable where the brewer did not give the written notice required 
by section 245. 161 of the Beer Regulations prior to the return of the 
beer to stock. 

A brewer renloved certain beer from the market, to his brewery and 
returned the beer to stock without the written notice of intention re- 
quired by section 245. 161 of the Beer Regulations having been given 
to the Assistant Regional Commissioner, Alcohol and Tobacco Tax. 
The same beer was again removed from the brewery upon determina- 
tion of tax. Subsequent thereto, a claim for credit of tax was sub- 
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~itted fol this beer previously removed from the market. The claim 
was accompanied by a notice of intention to reship beer lvhich had 
been renloved from the market. 

Under the provisions of section 245. 161 of the Beer Regulations, a 
brewer is required to give written notice to the Assistant Regional 
Colnmissioner, Alcohol and Tobacco Tax, of taxpaid or tax-deter- 
mined beer possessed by him and removed fronl the market which is 
to be destroyed in the brewely or elsewhere or which after return to 
the blelvery is to be reconditioned, used as material, or returned to the 
stock of the racking room or bottling house. 

The notice required by section 245. 161 of the regulations is one of' 
intention to perform an act. This provision of the regulations requires 
the notice to be given before the proposed action is taken by the 
brevver. A. notice after the fact does not meet the intent of the regu- 
lations and is inelfective. With respect to beer removed from the 
market which is to be returned to stock, the notice (in order to con- 
stitute a proper notice under section 245. 161 of the. regulations) must 
be given prior to, at the time of, or after renloval of the beer fronl 
the market but before it is returlled to the stock of the brewery racking 
room or bottlinp house. 

The phrase, 'beer returned to stock, " relajj cs to beer which is lningled 
with othel bottled or keg beer in stock. Therefore, if a brewer wishes 
to obtain refund or credit of tax, the notice of intention to return to 
stock lnust be given before the beer is received on brewery prelnises 
unless it is to be kept segregated prior to notice and mingling with 
other beer in stock. 

PART IL — OCCUPATIONAL TAX 

Subpart D. — Wholesale Dealers 

SECTION 5118. — KXKMPTIONS 

26 CFR 104. 188: Persons lnaking 
casual sales, 

Rev. Rul. 62 — 008' 

Under the provisions of section 5118(c) of the Internal Revenue 
Code of 1054 and section 194. 188 of the Liquor Dealers Regulations, 
an lnsul'ance colnpany ol lts salvaginrr agentst acting ln a, 6duciary 
capacity in making sales of salvaged distilled spirits, wines, or beer, 
will not be required to pay special tax or keep the records and reportsr 
required of dealers under the provisions of subpart, "0" of the reguhl- 
tions, if such products are sold in one parcel or at public auction in 
parcels of not less than o0 wine gallons. 

Revenue Ruling 54 — 180, C. B, 1054 — 1, 664, is hereby supersedecl. 

a Prepared pursuant to Revenue Procedure 6" 17, page 407. 
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Subyart F. — Neubeverage Domestic Drawback Ciaimauta 

SECTION 5131. — ELIGIBILITY A. ND RATE OF TAX 
Rev. Rul. 69 — 148 26 CFR 197. 55: Change to higher rate. 

(Also Sections 640o, 6611; 801. 640o — 1r 
601. 6611 — 1. ) 

Interest is allowable upon refunds of overpayment of the special 
tax paid by a manufacturer of nonbeverage products under section 
5131 of the Internal itevcnue Code of 1M4. Interest on the overpay- 
ment is computed from the date of payment of the special tax at a 
higher rate. 

A. dvice has been requested whether interest is allowable with respect 
to the refund of the special tax paid by a manufacturer of nonbeverage 
products imposed by section 5131 of the Internal Revenue Code of 
1954. 

A. manufacturer of nonbeverage products paid special tax in the 
amount of $95. By the end of the fiscal year, the manufacturer had 
used more than his allowed 95 gallons of distilled spirits in nonbev- 
erage products. The manufacturer then paid special tax in the 
amount of $50 and filed a claim for refund for the $95 originally paid. 

Section 5161 of the Code provides that any person using distilled 
spirits produced in a domestic registered distillery or industrial al- 
cohol plant and withdrawn from bond, or using distilled spirits with- 
drawn from bond, or using distilled spirits withdrawn from the 
bonded premises of a distilled spirits plant, on which the tax had been 
determined, in the manufacture or production of medicines, medicinal 
preparations, food products, fiavors, or fiavoring extracts, which are 
unfit for beverage purposes, on payment of a special tax per annum, 
shall be eligible for drawback at, the time when such distilled spirits 
are used in the manufacture of certain nonbeverage products. The 
special tax for total annual use not exceeding 25 proof gallons is $N 
a year. For total annual use not exceeding 50 proof gallons, the tax 
is $50 a year. And for total annual use of more than 50 proof gallons, 
the tax is $100 a year. 

The special tax is payable by return rather than by stamp. See sec- 
tion 194. 91 of the Liquor Dealers Regulations and section 197. 28 of 
the Drawback on Distilled Spirits Used In Manufacturing Nonbever- 
age Products Regulations. 

Sections 197. 55 through 197. 59 of the Nonbeverage Drawback Regu- 
lations were amended by T. D. 6549, C. B. 1961 — 1, 893, to provide for an 
adjustment or a refund of the special tax in lieu of a redemption of 
stamps. 

Therefore, the special tax to be refunded to nonbeverage domestic 
drawback claimants does not come within the stamp tax redemption 
category of section 6805 of the Code, but, is to be considered an over- 
payment of tax, refundable under section 6409 of the Code, on w'hich 
interest is allowable by section 6611 of the Code. 

Section 801. 6611 — 1 of the Regulations on Procedure and Admin- 
istration provides in part that the dates of overpayment of any tax 
are the date of payment of the first amount which (when added to 
previous payments) is in excess of the tax liability (including any 
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interest, addition to the tax, or additional amount) and the dates of 
payment of all amounts subsequently paid with respect. to such 
liability. 

Accordingly, interest is allowable where the special tax of $25 is 
paid by a manufacturer of nonbeverage products who, at the end of 
the fiscal year, discovers that he has used more than 25 gallons of 
distilled spirits in nonbeverage products and applies for a refund of 
that amount after erst paying the higher special tax of $50. The 
interest on the overpayment is computed from the date on which the 
second tax is paid. However. interest inav not be assessed with 
respect to the payment of the i50 special tax since the manufacturer 
does not incur a liability for such tax until he has filed a, claim for 
drawback for spirits used in excess of 25 gallons. 

Interest is also allowable where a claim for refund is made for the 
amount of the difference between the special tax paid and the special 
tax due, as in the instance where the manufacturer of nonbeverage 
products pays the tax in the amount of $100 at the beginning of a 
iiscal year but uses only 50 gallons or less during the year. Such 
interest is allowed from the date of the overpayment to a date deter- 
mined by the District Director, which shall be not niore than 80 days 
prior to the date of the refund check. 

SUSCHAPTER C. — OPERATION OF DISTILLED SPIRITS PLANTS 

PART I. — GENERAL PROVISIONS 

SECTIOX 5201. REGS LATIOX OF OPERATIOXS 

26 CFR 201. 76: Hours of operation. Rev. Rul. 62 — 225 ' 
Tank cars or tank trucks of spirits or trucks containing packages 

of spirits which have been loaded. sealed, and dociunented during regu- 
lar business liours for transfer in bond. may be removed from distilled 
spirits plant preniises after the close of such regular business hours. 

Revenue Ruling 54 — 200, C. B. 1054 — 1, 820, is hereby superseded. 

Rev. Rul. 62 — 164 ' 

' Prepared pursuant to Revenue Procedure 69 — li, page 497. 
674924' — 63 — 96 

26 CFR 201. 466: Rebottling, relabeling, and 
restamping of bottled spirits. 

(Also Part III — C, Section 5(e); 27 CFR 
5. 80. ) 
Bottles of unsalable imported distilled spirits mav be dumped, 

filtered, rebottled, and relabeled on bottling premises of a distilled 
spirits plant pursuant to the provisions of section 201. 466 of the Dis- 
tilled Spirits Plants Regulations. Consent to such rcbottling and 
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relabeling need not be obtained from the foreign producer or exporter 
if the original bottles are to be refilled in the operation, and if. the 
replacement labels are identical with the labels on the bottles. How- 
ever, a certificate of label approval to cover dumping, fi]tering, re- 
bottling, ancl relabeling of the bottled spirits must be obtainecl in 
accordance with section 5. 80 of the Distilled Spirits Labeling and 
A. dvertising Regulations under the Federal Alcohol Administration 
Act. Further, red strip stamps overprinted with the importer's name 
or trade name may not be used on bottling premises. 

Revenue Ruling 54 — 155, C. B. 1954 — 1, 832, is hereby superseded. 

SECTION 5205. — STAMPS 

26 CFR 201. 541: General. 

Packaging distilled spirits in tinplate containers of less than one- 
half pint capacity with tin-lead soldered seams. See Rev. Rul. 62 — 111, 
below. 

26 CFR 201. 542: Bottled-in-bond strip stamp 
denominations. 

Overprinting of denomination on bottled-in-bond strip stamps. See 
T. D. 6602, page 874. 

SECTION 5206. — CONTAINERS 

26 CFR 175. 11: Container. Rev. Rul. 62 — 111 
(Also 175. 84. ) 
(Also Section 520; 201. 541. ) 
(Also Part III — C, Section 5 (e); 27 CFR 5. 74. ) 

Tinplate containers of less than one-half pint capacity manu- 
factured with tin-lead soldered seams, suitably stamped and marked, 
may, under certain comlitions, be used for the pacl-aging of cordials, 
liqueurs, cocktails, highballs, gin fizzes, bitters and specialties. 
Under no circumstances may the product contain acetic acid. 

Advice has been requested whether proprietors of distilled spirits 
plants may package certain distilled spirits and citrus juices in tin- 
plate containers of less than one-half pint capacity with tin-lead 
soldered seams. 

The proprietor of a distilled spirits plant proposes to market a pre- 
pared cocktail in a, six-ounce tin can. ASxed to each can would be a 
strip stamp which extends across the licl, over the lip and down both 
sides for a short distance. The stamp would be so applied that it 
could not be removed without being severely mutilated. It is pro- 
posed that the ]egend "Destroy Stamp Upon Opening" would be 
lithographed on the side of the container and the legend "Open Other 
Knd" would be permanently marked on the bottom thereof. 

Containers of less than one-half pint used for the packagi»g of dis- 
tilled spirits are not, classed as "liquor bottles" under the TraSc in 
Containers of Distilled Spirits Regulations and, therefore, are not 
subject to the requirements of those regulations. Since the containers 
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will be used for packaging of prepared cocktails, they are not subject 
to the standards of fill requirements prescribed by sections 5. 70 through 
5. 74 of the Distilled Spirits Labeling and Advertisi»g Regulations. 
Such containers are, however, subject to the strip stamp require- 
ments of section 5&&05 of the Internal Revenue Code of 1054, and 
sections 201. 541 through 201. 552 of the Distilled Spirits Plants Reg&u- 
lations, and to the labeling require»ients of section 5 (e) of the Federal 
Alcohol Administration Act and the Distilled Spirits Labeling and 
Advertising Regulations. 

Containers of less than one-half pint capacity are also subject to all 
applicable state laws aA'ecting the distribution of liquors. Such con- 
tainers may be sold at wholesale or retail only by qualified liquor 
dealers. 

Accordingly, it is held that tinplate containers of less than one-half 
pint capacity (having tin-lead soldered seams), suitably stamped and 
marked, would not occasion administrative difhculty, would not 
jeopardize the revenue in respect of packaging and distribution. , and 
may be used for packaging certain liquors under the following 
conditions: 
1. Such containers may be used only for the packaging of cordials, liqueurs, cock- 
tails, highballs, gin fizzes, bitters, and specialties exempted from the standards of 
fill for bottled distilled spirits under section 5. 74 of the Labeliug and Advertising 
Regulations provided, however, that the distilled spirits, or any other ingredient, 
used in such products do not contain acetic acid. 
2. The strip stamp shall be securely affixed across the top of the container and 
shall extend an equal distance down each side. 
3. The legend "Destroy Stamp Upon Opening" shall be permanently marked 
on the side or bottou& of the containers and the legend "Open Other End" shall 
be similarly umrl-ed on the bottom thereof. 

(Also 175. 17, 175. 80, 175. 34. ) Rev. Rul. 69 — 112 

Sections 175. 11 and 175. 17 of the Container Regulatious provide that, 
a container of not less than one-half pint capacity designed or intended 
to be used for the sale of distilled spirits for other than industrial use 
is a "liquor bottle" and may be made of glass, earthenware& or other 
suitable material approved by the Director, Alcohol and Tobacco Tax 
Division. 

Held, tinplate has been found by the Director to be a suitable ma, — 

terial (under prescribed conditions) for the manufacture of "liquor 
bottles. " Accordingly, bottle manufacturers who have properly quali- 
fied under the perlnit provisions of the Container Regulations may 
manufacture "liquor bottles" of such material subject to the following 
requirements: 

1. "Liquor bottles" made of tinplate shall be of eight-ouuce capacity only; no 
other size is authorized by this ruling. (See Rev. Rul. 02 — 111, page 372, for the 
manufacture and use of u&etal containers of less than eight-ounce capacity. ) 

2. In the manufacture of such containers, the seams, if any, shall be soldered 
with all tin solder. 

3. "Liquor bottles" made of tinplate shall have concave bottoms (aerosol style) 
which shall be not less than 107 pound tinplate, 

4. The strip sta~p shall be securely afhxed across the top of the container and 
shall extend an equal distance down each side. 

5. Such "liquor bottles" shall bear the indicia required by section 17;&. 34 of 
the (", ontainer Regulations. In addition, the legend "Destroy Stamp Upon Open- 
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ing" shall appear on the side or bottom of the container and the legend "Open 
Other End" shall appear on the bottom of the container. 

6. The required indicia and legends may be applied either by lithographing 
or by en&bossing. 

IL Such containers may be used only for the packaging of cordials, liqueurs, 
cocktails, gin fizzes, bitters and other specialties. 

Revenue Ruling 61 — 180, C. B. 1961 — 2, 273, is hereby modified to re- 
strict the size of "liquor bottles" described therein to eight ounces only 
and their use to packaging cordials, liqueurs, cocktails, gin fizzes, 
bitters, and other specialties, only. 

26 CFR 175. 17: Liquor bottle. 
The use and manufacture of eight-ounce tinplate "liquor bottles. " 

See Rev. Rul. 62 — 112, page 373. 

26 CFR 175. 30: Permit to manufacture. 

The use and manufacture of eight-ounce tinplate "liquor bottles. " 
See Rev. Rul. 62 — 112, page 373. 

26 CFR 175. 34; Indicia for domestic liquor bottles. 

Packaging distilled spirits in tinplate containers of less than one- 
half pint capacity arith tin-lead soldered seams. See Rev. Rul. 62 — 111, 
page 372. 

The use and manufacture of eight-ounce tinplate "liquor bottles. " 
Sec Rev. Rul. 62 — 112, page 373. 

26 CFR 201. 328: Liquor bottles. 
(Also Section 5205; 201. 542. ) 

T. D. 6602 i 

TITI. E 20 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PART 201. — 
DISTILLED SPIRITS PLANTS 

Amendments to provide for use of 4/5 pint containers for pack- 
aging distilled spirits. 

DEPARTMENT OF THE TREASURY& 
OFFICE OF COMMISSIONER OI" INTERNAL REYEXUE& 

IVasHngton 8G, D. C. 
To Officers and Ernptoyees of the Internal Eevenue 8ervice and 

Others Concerned: 
In order to implement, the provisions of Treasury Decision 6601 

[C. B. 1962-1, 364'] published in the Federal Register for June 5, 1962 
(27 F. R. 5259), authorizing the use of % pint containers for the 
packaging of all classes and types ot distilled spirits, the regulations in 
26 CFR Part 201, Distilled Spirits Plants, are amended as follov;s: 

r 27 F. R. 5954. 
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l'ARAoRAPII 1. Section 201. 328 is amended to read: 
Liq~ok BOTTLEs. — The proprietor shall comply with the provisions 

of part 175 of this chapter respecting the use of liquor bottles. Spirits may be 
bottled for domestic purposes only in the sizes provided in 27 CFR Part 5. 
Spirits may be bottled in bond for export in bottles of any size less than five 
gallons. Liquor bottles may be used, but need not be used in bottling, ipirii. s 
in bond for export. (72 Stat. 1360, 1366, 1374; 26 U. S. C. 5206, 5233, 5301. ) 

PAR. 2. Section 201. 457 is alnended to read: 
$ 201. 457 LIqvoa BoTTI. Es. The proprietor shall comply with the provisions 

of Part 175 of this chapter respecting the use of liquor bottles. Spirits may be 
bottled for domestic purposes only in the sizes provided in 27 CFR Part 5. Liquor 
bottles may not be used for wines containing 24 percent al& ohol by volume or leis 
or for products manufactured with such wines unless such products contain 
spirits other than wine spirits used in wine production. Liquor bottles may be 
used, but need not be used, in bottlin spirits for export. (72 Stat. 1374; 26 
U. S. C. 5301. ) 

$ 201. 542 [Amendment] 
I AR. 3. The second sentence of $ 201. 542 is amended to read: 

When bottles containing over I/ pint of bottled-in-bond spirits are of a size for 
which bottled-in-bond strip stamps in the exact denomination are not provided, 
the proprietor shall use stamps of another denomination; he shall strike out the 
original denominations and shall write or print on the stamps the exact quantity 
of spirits contained in the bottles. (72 Stat. 1358: 26 U. S. C. 5205. ) 

Since the purpose of this Treasury Decision is to implement the 
provisions of Treasury Decision 6601, v hich was published pursuant 
to notice and public hearing thereon, and since the proposed amend- 
ments are of a liberalizing nature, it is hereby found unnecessary to 
issue this Treasury Decision with notice and public procedure thereon 
under section 4(a) of the Administrative Procedure Act (60 Stat. 288; 
5 U. S. C. 1003) . This Treasury Decision shall be e6'ective Sep- 
tember 1, 1962. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code (68A Stat. 917; 26 U. S. C. 
7805) . ) 

MORTIMER M. CAPLIN) 
Comfntssionev of Interne/ Revenue. 

Approved June 19, 1962. 
STANLEY S. SURREY) 

Assistant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on June 22, 1902, 8:51 a. m. , and published 

in the issue of the Federal Register for June 28, 1982, 27 F. R. 5954) 

26 CFR 201. 515: Specification for marks and 
brands. 

Rev. Rul. 62 — 165 

Section 201. 515 of the Distilled Spirits Plants Regulations provides, 
in part, that the proprietor shall place the required marks and brands 
on the Government head of packages of spirits by burning, cutting, 
printing, or stenciling or by any equally legible and durable method 
approved by the Director, Alcohol and Tobacco Tax Division. 

HeM, subject to approval in each particular instance by the Director, 
Alcohol llnd Tobacco Tax Division, tbe markings required to be placed 
on the Government head of metal drums of a~lcohol, pursuant to the 
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prot isions of subpart. P of the regula. tions, may be placed thereon by 
affixin a printed paper label with a satisfa~ctory waterproof adhesive 
in such a nranner th;ii the label can be removed only by scraping. All 
of the required information not, contained on the paper label so affixed 
must, be placed on the Government, head oi the metal drum by one 
of the methods prescribed by the regulations. In any event, the serial 
number of the package with the distilled spirits plant identification 
(ancl distinguisliing prefix, if any) and the elate of filling must be so 
marked on the Government head of the drum. 

PART II. — OPERATIONS ON BONDED PREMISES 

Subpart D. — Denaturation 

SECTION 5242. — DEN% TURIXGr IIATERIALS 

26 CFR 212. 11: Formula No. 18. 

Use of deodorized kerosene in completely denatured alcohol formu- 
las. See Rev. Rul. 62 — 144, below. 

26 CFR 212. 12; Formula No. 19. 

Use of deodorized kerosene in completely denatured alcohol formu- 
las. See Rev. Rul. 62 — 144, below. 

R. ev. Rul. 62 — 144 26 CFR 212. 65: General. 
(Also 212 1 1t 212 1 

~ 
12 81 ) 

Section 212. 65 of the Formulas for Denatured Alcohol and Rum 
Regulations provides, in part, that in order to Ineet the requirements of 
national defense or for other valid reason, the Director, Alcohol ancl 
Tobacco Tax Division, may authorize vaiiations from the specifica- 
tions for denaturants set forth in the regulations or authorize the 
use of substitute denaturants where such variation or substitution 
will not, jeoparclize the revenue. 

Sections 212. 11 and 212. 12 of the regulations prescribe the dena- 
turants to be used in completely denatured alcohol Formulas Numbers 
18 and 19. Both of these formulas specify kerosene as a denaturant. 
Section 212. 81 of the regulations sets out the specifications for the 
use of kerosene as a denaturant. 

Laboratory tests have, shown that deodorized kerosene is suitable 
as an alternate clenaturant for kerosene in these formulas. 

Accordingly, it is held that deodorized kerosene may be used as an 
alternate denaturant in lieu of kerosene in completely denatured 
alcohol Formula No. 18 and Formula No. 19 as follows: 

Formula No. 18: To every 100 gallons of ethyl alcohol of not less than 100 
degrees proof add: 

2. 50 gallons of tnethyl isobutyl ketone; 
0. 125 gallons of pyronate or a compound similar thereto; 
0. ;&0 gallon of acetaldol (b-hydroxybutyraldehyde); and 
1. 00 gallon kerosene or deodorized kerosene. 
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Formula No. 19: To every 100 gallons of ethyl alcohol of not less than 100 
degrees proof ad&1: 

4. 0 gallons of methyl isobutyl ketone; and 
1. 0 gallon of kerosene or deodorized kerosene. 

The specifications for deodorized kerosene are as follows: 
Distillation Range — (Applicable A. S. T. M. Method) 
No distillate should come over below 340 degrees Fahrenheit and uone 

above 570 degrees Fahrenheit. 
Flash Point — 115 degrees Fahrenheit minimum. 

26 CFR 212. 81: Kerosene. 

Use of deodorized kerosene in completely denatured alcohol formu- 
las. See Rev. Rul. 62 144, page 376. 

SUBCHAPTER D. — INDUSTRIAL USE OF DISTILLED SPIRITS 

SECTION 5275. — RECORDS AND REPORTS 
26 CFR 211. 271: Reports of users. 

Instruction for preparation of Form 1482 in accordance with the 
contemplated revision of the form. See Rev. Proc. 62 — 20, page 417. 

SUBCHAPTER F. — BONDED AND TAXPAID WINE PREMISES 

PART II. — OPERATIONS 

SECTION 5867. — RECORDS 

26 CFR 240. 908: Form 2056, record of still wine, 

Procedure for repori. ing the quantity of water added to wine by 
bentonite slurry treatnients. See Rev. Proc. 62 — 84, page 534. 

PART III. — CELLAR TREATMENT AND CLASSIFICATION OF WINE 

SECTION 5382. — CELLAR TREATMENT OF NATURAL 
)VINE 

Rev. Rul. 62 — 120 26 CFR 240. M4: Finishing of wine 
(Also 240. 1051, 240. 1052. ) 

The use of "Yeastex-61, " a yeast food, to facilitate the ferment;i- 
tion of wine, in amounts not to exceed two pounds per 1, 000 gallons 
of wine, within the general 1'imitations of section 240. 524 of the Azine 
Regulations, is considered as being consistent with good commercial 
practice. Winemakers desiring to use "Yeastex-61" in the fermenta- 
tion of wine may obtain approval of the Assistant Region;il Corri- 
missioner, Alcohol and Tobacco Tax, by 61ing notice pursuaiit to the 
provisions of section 240. 10M of the regulations. 
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(Also 940. 1051, 240. 10M. ) Rev. Rul. 62 — 145 

The use of a product known as "Veltol" in the treatment of wine as 
a stabilizing and smoothing agent, in amounts not exceeding 250 
parts per million, within the general limitations of section 240. 524 of 
the )Vine Regulations, is considered as being consistent with good 
commercial practice. Winemakers desiring to use "Veltol" in the 
treatment of wine must, obtain approval of the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax, by filing notice pursuant to 
the provisions of. section 240. 1052 of the regulations. 

(Also 240. 1051, 240. 1052. ) Rev. Rul. 62 — 166 

The use of the pectolytic enzyme, "Klerzyme Liquid, " derived from 
Aspergillus Niger, in amounts not exceeding one-half pound per 1, 000 
gallons of wine to i larify wine, within the general limitations of sec- 
tion 240, 524 of the AVIne Re~lations, is considered as being consistent, 
with good commercial practice. AVinemakers desiring to use "Kler- 
zyme Liquid" in the clarification of wine may obtain approval of the 
Assistant, Regional Commissioner, Alcohol and Toba, cco Tax, by filing 
notice pursuant, to the provisions of section 240. 1052 of the regulations. 

This product should be designated as "Klerzyme 200. " 

26 CFR 240. 1051: Materials authorized 
for treatment of wine. 

The use of "Yeastex-61" to facilitate fermentation of wine. See 
Rev. Rul. 62 — 120, page 377. 

The use of "Veltol" as a stabilizing and smoothing agent in the 
treatment. of wine. See Rev. Rul. 62 — 14~, above. 

The use of "Klerzyme Liquid" in the clarification of wine. See Rev. 
Rul. 62 — 166. above. 

Procedure for reporting the quantity of water added to wine by 
bentonite slurry treatments. See Rev. Proc. 62 — 34, page 584. 

26 CFR 240. 1052: Notice. 
The use of "Yeastex-61" to facilitate fermentation of wine. See 

Rev. Rul. 62 — 120, page 877. 

The use of "Veltol" as a stabilizing and smoothing agent in the 
treatment of wine. See Rev. Rul. 62 — 145, above. 

The use of "Klerzyme Liquid" in the clarification of wine. See Rev. 
Rul. 62 — 166, above. 
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SUBCHAPTER G. — BREWERIES 

PART II. — OPERATIONS 

SECTION 5412. — REMOVAL OF BEER IN CONTAINERS OR 
B Y PIPELINL&' 

26 CFR 245. 126: Bottles. 
(Also Section 5051. ) 
(Also Part III — C, Section 5(e); 27 CFR 7. 27. ) 

Rev. Rul. 62 — 121 

Certain tolerances Ivill be allowed in the filling of bottles and cans 
of beer. 

Advice has been requested whether the Int, ernal Revenue Service 
will recognize any tolerance in the filling of bottles and cans of beer 
from that amount, stated on the container label. 

Section 5051(a) of the Code provides as follows: 
There is hereby imposed on all beer, brewed or produced, and removed for 

consumption or sale, within the United States, or imported into the United States, 
a tax of $9 for every barrel containing not more than gl gallons and at a like 
rate for any other quantity or for fractional parts of a barrel. ~ ~ "' Where the 
Secretary or his delegate finds that the revenue will not be endangered thereby, 
lie may by reguhitions prescribe tolerances for barrels and fractional parts of 
barrels, and, if such tolerances are prescibed, no assessment shall be made and 
no tax shall be collected for any excess in any case where the contents of a barrel 
or a fractional part of a barrel are within the liinit of the applicable tolerance 
prescribed. 

Section 5412 of the Code provides in part that beer may be removed 
froin the brewery for consumption or sale only in hogsheads, barrels, 
and similar cont, ainers, marked, branded, or labeled in such manner 
as the Secretary of the Treasury or liis delegate may by regulation 
prescribe. 

Section 245. 126 of the Beer Regulations provides in part that the 
statement of net contents shall indicate exactly the volume of beer 
within the bottle except for such variations in measuring as may occur 
in filling conducted with good commercial practice. 

Section 7. 27 of the Malt Beverages Labeling and Advertising Regu- 
lations under the Federal Alcohol Administration Act requires that 
the net contents be stated on the containers of beer. 

The Internal Revenue Service is concerned about insuring a proper 
determination. and payment of the tax on canned and bottled beer and 
with the accuracy of the net content statement appearing on the label 
of the product. 

Accordingly, bottles and cans of beer musf, be filled as nearly as 
possible to the quantity shown on the label as the net, contents. How- 
ever, the following tolerances will be permitted: 

1. Variations in fill due to errors in measuring which occur in filling 
conducted in compliance with good commercial practice, provided that 
there is substantially as much underfill as overfill as to each lot. 

2. Reasonable discrepancies due exclusively to differences in the 
capacity of contaiiiers, resulting solely from unavoidable difFiculties 
in manufacturing such containers so as to be of uniform capacity. 
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SECTION 5413. — BREWE&RS PROCURING BEER FROM 
OTHER BREWERS 

26 CFR 245. 205: Notice to assistant regional Rev. Rul. 62-146 ' 
commissioner. 

Under the provisions of section 5413 of the Internal Revenue Code 
of 1954 and sections 245. 205 through 245. 208 of the Beer Regulations, 
a brewer may obtain beer in his own hogsheads, barrels, and kegs, 
marked with his name and address, from another brewer, with tax- 
payment, thereof to be inade by the producer before removal. How- 
ever, there is no authority in the law or regulations under which 
brewlers may similarly purchase taxpaid or tax-determined bottled 
beer from another breii er in bottles containing the purchasing 
brewer's markings. Accordingly, permission for such a transaction 
may not be granted. Also, purchased taxpaid bottled beer may not 
be received on brewery premises for labeling. 

Revenue Ruling 54 — 103, C. B. 1954 — 1, 329, is hereby superseded. 

SUBTITLE F. — PROCEDURE AND ADMINISTRATION 

CHAP TER 61. — INFORMATION RETURNS 

SUBCHAPTER B. — MISCELLANEOUS PROVISIONS 

SECTION 6109. — IDEN TIF YING NUMBE&RS 

26 CFR 194. 106a: Employer identification numbers. 

Use of employer identification numbers on returns, statements or 
other documents filed by liquor dealers. See T. D. 6606, page 311. 

26 CFR 196. 34a: Employer identification numbers. 

Use of employer identification nuinbers on returns, statements, or 
other documents filed by manufacturers of stills and condensers. See 
T. D. 6606, page 311. 

26 CFR 197. 29a: Employer identification numbers. 

Use of eniployer identification numbers on returns, statements, or 
other documents filed by manufacturers of nonbeverage products. 
See T. D. 6606, page 311. 

26 CFR 201. 32a: Eniployer identification numbers. 

Use of employer identification numbers on returns, statements, or 
other documents filed by manufacturers of distilled spirits. See 1'. D. 
660'6, page 311. 

' I'repared pursuant to Revenue Procedure 62 — 17, page 407. 
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26 CFR 201. 880a: Employer identification 
number 

(Also 240. 594a, 245. 117d. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PARTS 201, 240, 

ANI& 245 

T. D. 6607 ' 

Amendments relating to the use of identifying nuu&bers 

DEPARTbfENT OF TIIE TREASURY& 
OEEIOE or CobIMISSIONER OF INTERNAL RI'. VENUE& 

Washington 85& D. C'. 

To Officers and I& nIptoyees of the Interna/ Re oenue 8ervice and Others 
Concerned: 

On April 20, 1962, a notice of proposed rulemaking with respect to 
the amendment of 26 ('I"R Part 201, Distilled Spirits Plants, 26 CFR 
Part, 240, 0 inc, and 26 CFR Part 245, Beer, was published in the 
Federal Register (27 F. R. 8816). No objections to the rules proposed 
having been received within the 80-day period prescribed in the notice, 
the following regulations are hereby adopted. 

In order to conform the regulations in 26 CFR Part 201, Distilled 
Spirits Plants, 26 CFR, Part 240, Vj'ine, and 26 CFR Part 245, Beer, 
to the amendments made to the Internal Revenue Code of. 1954 by the 
Act of October 5, 1961 (Public Ilaw 87 — 397, 75 Stat. 828 tC. B. 1961 — 2, 
348]), authorizing the requirement of identifying numbers, the re~- 
lations are amended as set out below. 

Sections 201. 880;I& 201. 880c& 201. 451a, 201. 451c, 240. 594a& 245. 117d, 
and 245. 117f as contained in this document make reference &to sections 
201. Me& 245. 76d, O01. 6676 — 1, and 801. 7701 — 12 as contained in a notice 
of proposed rule makino published in the Federal Register for Feb- 
ruary 24, 1962 (27 F. R. 1%61). 

PARAORAPII 1. 26 CFR Part 201, Distilled Spirits Plants, is amended 
as follows: 

(A) By inserting, immediately after $ 201. 880, three new sections, 
as follows: 

»I E. R. 6525. 

$ 201. 880a EIIPI. ovFR IBENTIFIcATIov NUMBER. — The employer identification 
number (defined at 26 CFR 801. 7701 — 12) of the taxpayer who has been assigued 
such a number shall be shown on each return on FornI 2621 or Form 2»22 filed 
pursuant to the provisions of this part on or after October 1, 1962. Failure of 
the taxpayer to include his employer identification number on Forms 2521 or 
2&22 may result in assertion and collection of the penalty specified in 26 CFR 
801. 6676-1. (76 Stat. 828; '&6 U. S. C. 6109, 6676. ) 

) 201. 880b APPLIcATIC&v FoR EI&IPLCYER IBENTIFIOATIov XUIIBER. — (a) An eul- 
plover identificatiou nuIuber will be assigned pursuant to application on Forru 
SS-4 filed by the taxpayer. FornI SS — 4 n&ay be obtained from the district director 
Frith rrhorn the Foru&s '», 21 and '»:22 are required to be filed. 

(b) An applicatiou &&u Foru& SS-4 for an employer identificatio uumber shall 
be n&ade by every taxpayer Ivho iiled a return on Form 2521 or Fora& 2522 before 
October 1, 1962, and who has neither secured an employer identificatiou uuInber 
nor made application therefor prior to October 1, 196&2. Such application on 
Form SS — 4 shall be filed on or before October 8, 1962. 

(c) An application on Form SS — 4 for an eu&plover identification number shall 
be nIade by every taxpayer whose first return on Form 2&621 or I&'or&m 2022 is 
filed on or after October 1, 1962, but who prior to the filing of such return on 
Form 2521 or Form 2522 has ueither secured an enIployer identification nuu&ber 
nor &Bade alfi&lication therefor. Such application on Form SS — 4 shall be filed ou 
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or before the seventh day after the date on which such first return on Form 2521 
or Form 2. &2'& is filed. 

(d) Each taxpayer shall niake application for and shall be assigned only oue 
einployer identification nunibcr, regardless ot' the number of places of business 
for which the taxpayer is required to file a tax return under the provisions of 
this part. (75 Stat. 8'&8; 20 U. S. C. 6109. ) 

$201. 880« ExEcvTzoN oF FORM SS-4. — The application on Form SS-4 shall 
be prepared in accordance ivith the provisions of (l 201. 62e, and shall be filed with 
any district director with whom returns on Forms 2521 or 2522 will be filed by 
the person who is required to make the application, (75 Stat. 828; 20 U. S. C. 
6109. ) 

(B) By inserting, immediately after $ 901. 451, three new sections, 
as follows: 

$ 201. 451a El&fPI. DYER IDEN TIFIcxTICN NUMBER. — Th&. ' employer identification 
number (defined at 20 CFR 801. 7701 — 12) of the taxpayer who has been assigned 
such a number shall be shown on each return on Icorui 2:&28 or Form 25&27 filed 
pursuant to the provisions of this part on or after October 1, 1962. Failure of 
the taxpayer to include his employer identifi«ation nuniber on Forms 2523 or 
2527 may result iu assertion and collection of the penalty specified in 20 CFR 
801. 6670 — 1. (75 Stat. 828; 20 U. S. C. 6109, 6670. ) 

$ 201. 45lb APPLI«&iTIDN FoR EMPLDYER IDENTIPIOATIDN ibvMBER. — The yrovi- 
sions of $ 201. 680b, relating to application for employer identification number by 
taxpayers filing returns ou Form 2521 or For&n 2&&22, shall be applicable to tax- 
payers filing returns on Form 2528 or Form 2 &27. (75 Stat. 828; 20 U. S. C. 
(i109. ) 

)201. 4olc Exscvrzov OP FoRM SS — 4. — The application on Form SSW shall 
be prepared in accordance with the provisions of g 201. 82e, and shall be filed with 
any district director with whom returns on Forms 2528 or 2527 will be filed 
by the person who is required to make the application. (75 Stat. 828; 20 U. S. C. 
6109. ) 

PAR. 9. 90 CFR Part 940, '0'ine, is amended by inserting, immecli- 
ately after $ 240. 594& three new sections as follows: 

() 240. 594a EilPIOY1&R IDENTIPIc&iTICN XvMBER. — The employer identification 
number (defined at 20& CFR 801. 7701 — 12) of the taxpayer ivho has been assigned 
such a number shall be shoivn ou each return on Form 2050 or Form 20 &2 filed 
pursuant to the provisions of this part on or after October 1, 1902. Failure of 
the taxpayer to include his employer identification number on Forms 20OO or 
'&05&2 may result in assertion and collection of the penalty specified in 20 CFR 
801. 6670 — l. (75 Stat. 828, 26 U. S. C. 6109, 0670. ) 

$ '&40. ;&94b APPLIcATIoN FoR EMPLDYRR IDENYIFIcATIov XvMBER. — (a) An em- 
ployer identification number will be assigned pursuant to application on Form 
SS — 4 filed by the taxpayer. Form SS — 4 may l&c obtained from the district direc- 
tor with whom the Forms 2050 and 2052 are required to be filed. 

(b) An application on Form SS — 4 for an emplover identification number shall 
be made by every taxpayer who filed a return on Form 20OO or Form 20. &2 before 
October 1, 1902, and who has neither secured an employer identification number 
nor made application therefor prior to October 1, 1002. Such application on Form 
SS — 4 shall be filed on or before October 8, 1902. 

(c) An application on Form SS — 4 for an employer identification mimber shall 
be made by every taxpayer whose first return on Form 2050 or Form 2052 is 
filed on or after October 1, 1902, but who prior to the filing of such return ou 
Form 2050 or Form 2052 has neither secured an employer identification ruimber 
nor made application therefor. Such application on Form SS — 4 shall be filed ou 
or before the seventh day after the date on which such first return on I'&&rm 

2050 or Form 2052 is filed, 
(d) Each taxpayer shall make application for and shall be assigned only oue 

employer identification nuiuber, regardless of the number of places of business 
for which the taxpayer is required to file a tax return under the provisions of 
this part. (75 Stat. 828; 20 U. S. C. 6109. ) 
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ei 240, 594c EXEcUTICN oF FCRM SS — 4. — The application on Form SS — 4, together 
with any supplementary statement, shall be prepared in accordance with the fornb 
instructions, and regulations applicable thereto, and shall set forth fully and 
clearly the data therein called for. The application shall be filed with any 
district director with whom returns on Forms 2050 or 2052 will be Gled by the 
person who is required to make the application. The application shall be signed 
by (a) the individual, if the person is an individual; (b) the president, vice 
president, or other principal oflicer if the person is a corporation; (c) a re- 
sponsible and duly authorized member or oificer having knowledge of its aftairs, 
if the person is a partnership or other unincorporated organization; or (d) the 
Gduciary, if the person is a trust or estate. (75 Stat. 828; 26 U. S. C. 6109. ) 

PAR. 8. 26 CFR Part 245, Beer, is amended by inserting immediately 
after II 245. 117c, three nev sections as f ollows: 

$ 245. 117d EMPLQYER IDEXTIPIcATIoz NUMBER. — The employer identification 
number (defined at 26 CFR 801. 7701 — 12) of the taxpayer who has been assigned 
such a number shall be shown on each return on Form 2084 filed pursuant to the 
provisions of this part on or after October 1, 1962. Failure of the taxpayer to 
include his employer identification number on Form 2084 may result in assertion 
and collection of the penalty specified in 26 CFR 801. 6676 — 1. (75 Stat. 828; 26 
U. S. C. 6109, 6676. ) 

) 24;&. 117e APPLIcATIoN FoR EMPLOYER IDEKTIRIcATICN NUMBER. — (a) An em- 
ployer identification number v;ill be assigned pursuant to application on Fornr 
SS — 4 filed bv the taxpayer. Form SS — 4 may be obtained from the district di- 
rector with whom the Form 2064 is required to be filed. 

(b) An application on Form SS — 4 for an employer identification number shall 
be made by every taxpayer who filed a return on Form 2084 before October 1, 
1962, and who has neither secured an employer identification number nor made 
application therefor prior to October 1, 1962. Such application on Form SS — 4 
shall be filed on or before Or tober 8, 1962. 

(c) An application on Form SS — 4 for an employer identification number shall 
be made by every taxpayer whose first return on I orm 2064 is filed on or after 
October I, 1962, but who prior to the filing of such return on Form 2084 has 
neither secured an employer identification number nor made application therefor. 
Such application on Form SSW shall be filed on or before the seventh day after 
the date on which such first return on Form 2084 is filed. 

(d) Each taxpayer shall make application for and shall be assigned only 
one employer identification number, regardless of the number of places of 
business for which the taxpayer is required to Gle a tax return under the pro- 
visions of this part. (75 Stat. 828; 26 U. S. C. 6109. ) 

$ 245. 117f ExECUYION op IPORM SS — 4. — The application on Form SS — 4 shall be 
prepared in accordance with the provisions of $ 245. 76d, and shall be filed with 
any district director with whom returns on Form 2034 will be filed by the person 
who is required to make the application. (75 Stat. 828; 26 U. S. C. 6109. ) 

This Treasury Decision shall become eA'ective on October 1, 1962. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code (68A Stat. 917; 26 IJ. S. C. 
7805) ). 

MORTIMER M. CAPLIN& 
Com~nissioner of Internal Eetenue. 

Approved August 20, 1962. 
STANLEY S. SURREY' 

Assistant secretary of the Treasury. 

(Filed by the Division of the Federal Register on August 24, 1962, 8:45 a. m. , and 
published in the issue of the Federal Register for August 25, 1962, 27 
F. R. 8525) 
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26 CFR 240. 594a: Employer identification number, 

Use of identifying numbers on returns, statements or other docu- 
ments filed with respect to the commodity tax on wine. See T. D. 6607, 
page 381. 

26 CFR 245. 76a: Data required on Form 11. 

Use of employer identification numbers on returns, statements or 
other documents filed by brewers. See T. D. 6606, page 311. 

26 CFR 245. 117d: Employer identifica. tion nuinber. 

Use of identifying numbers on returns, statements or other docu- 
ments filed with respect to the commodity tax on beer. See T. D. 6607, 
page 681. 

CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

26 CFR 601. 7805 — 1: Rules ancl regulations. 

Revision of Revenue Rulings issued under Chapter 51 of the 1954 
Code, and the Federal Alcohol Administration Act. See Rev. Proc. 
62 — 17, page 407. 
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SUBPART B. — RULINGS AND DECISIONS UNDER THE 
FEDERAL ALCOHOL ADMINISTRATION ACT 

Rulings and decisions published in Part III, Subpart B, of the 
Internal Revenue Bullet in are based on the application of provisions 
of the Federal Alcohol Administration Act. 

SECTION 5 (b) . — UNFAIR COMPETITION AND UNLA'((V- 
FUL PRACTICES: TIED HOUSE 

27 CFR 5. 70: Application. 

The term "Texas Fifth" may be used to describe half-gallon bottles 
of distilled spirits provided the containers are clearly marked to show 
the contents. See Rev. Rul. 62 — 228, below. 

27 CFR 6. 28: Inside signs; wine 
and malt beverages. 

(Also 5. 7(), 6. 23(a). ) 

Rev. Rul. 62 — 223 ' 

The term "Texas Fifth" ntay be used to describe half-gallon 
bottles of distilled spirits provided the containers are clearly 
marked to show the actual contents. 

The furnishiug of things of value by a wholesaler to his salesmen 
does not come within the provisions of section 5(b) (6) of the Fed- 
eral Alcohol Administration Act and is therefore permissible. 

It is permissible iu the case of chaiu-store operations to place 
displavs in any or all of the stores included in the chain. The 
limitations prescribed by sections 6. 29 and 6. 26(a) of the Federal 
Inducements Furnished to Retailers Regulatious are applicable to 
each retail establishment. 

Revenue Ruling 54 — 208, C. B. 1954 — 1, gg9, superseded. 

Advice lras been requested whether the term "Texas Fifth" may be 
used to described half-gallon bottles of distilled spirits. Advice has 
also been requested vhether a wholesale liquor dealer may furnish 
Texas hats and shirts to his salesmen for the purpose of advertising 
a product in connection v-ith the use of the term "Texas Fifth" and 
whether Texas hats may be furnished to retailers for display purposes. 

Section 5(e) of the Federal Alcohol Administration Act, among 
other tltings, makes it unlawful for any person engaged in business a~s 

a manufacturer, bottler, importer, or wholesaler of ttlcoholic beverages 
to introduce into interstate commerce any distilled spirits, wine, or 
malt beverages, unless such products are bottled, packaged, and labeled 
in conformity with regulations, in such manner as will prohibit de- 
ception of the consumer with respect to the quantity of such product. 

Since the containers must, under sections 5. 32 and 5. 37 of the Fed- 
eral Labeling and Aclvertising of Distilled Spirits Regulations, be 
clearly marl-ed to show the actual contents, the use of the term "Texas 
I'ifth" to describe the half-gallon bottles is not "deceptive" within. 

' prepared pursuant to Revenue Procedure 62 — 17, page 407. 
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the intent, of section 5(e) of the Federal Alcohol Administration Act 
and is pei missible. 

Section 5 (b) (3) of the Federal Alcohol Administration Act, subject 
to the jurisdictional limitations in respect of malt beverages, prohibits 
a manufacturer, iinporter, or wholesaler of alcoholic beverages from 
inducing a retailer to purchase his products to the exclusion in whole 
or in pa~rt of simila& products of other persons sold or offered for sale 
in interstate or foreign commerce under the conditions stated therein 
by furnishing, giving, renting, lending, or selling to the retailer any 
equipment, fixtures, signs, supplies, nzoney, services, or other thing 
of value, subject to such exceptions as may by regulations be 
prescribed. 

This subsection of the Federal Alcohol Administration Act is ap- 
plicable only to the furnishing of equipment, fixtures, signs, etc. , to 
retailers. Therefore, there would be no objection to a wholesale liquor 
dealer's furnishing his salesmen with Texas hats and shirts for the 
purpose of advertising a product distributecl by the wholesaler. 

Sections 6. 23 and 6. 23 (a) of the Federal Inducements Furnished to 
Retailers Regulations, issued pursuant, to the Federal Alcohol Ad- 
ministration Act, , provide that signs, posters, placards, etc. , bearing 
advertising niatter and for use in the windows or elsewhere in the 
interior of~a retail establishment may be given, rented, loaned, or sold 
to a retailer by an industry member if they have no value to the re- 
tailer except as advertisements and if the cost of materials and instal- 
lation does not exceed the prescribed limits. 

There would be no objection to the wholesaler's setting up displays 
in retail stores by placing merchandise of the retailer around one of 
the Texas hats furnished by the wholesaler, provided the pertinent, 
limitations expressed in sections 6. 23 and 6. 23(a. ) of the regulations 
are observed. These limitations are applicable to each retail establish- 
ment, and not to each retailer. Therefore, it would be permissible in 
the case of chain-store operations to place such a display in each of 
the stores included in the chain. 

Revenue Ruling 54 — 203, C. B. 19M — 1, 339, is hereby superseded. 

27 CFR 6. 23(a): Inside signs: distilled spirits. 

It is permissible for a wholesale liquor dealer to place displays in 
retail chain stores, within prescribe&1 limitations, in any or all of the 
stores included in the chain. See Rev. Rul. 62 — 223, page 385. 

SECTION 5(e). — UNFAIR COMPETITION AND UNLAWFUL 
PRACTICES: LABELIXG 

27 CFR4. 30: General. Rev. Rul. 62 — 224 ' 
(Also 5. 30. ) 

Distilled spirits and wines in bottles with back labels attached may, 
under the following conditions, be shipped to a wholesale liquor dealer 
who will place bra)~d labels of his own selection on the bottles: 

' Prepared pnreuant tu Revenue Procedure 62 — 17, page 407. 
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1. Tlie back labels affixed by the bottler must benr all of the manchi- 
tory i» f&rrmntion requirecl by section 4. 30 of the I& edernl I, iibeling and 
Advertising of Wine Regulntions and ac& tion 5. 30 of the I&edernl 
Iinbeling n»d Advertising. of Distilled Spirits Regulations, inclucli»g 
a statement of net, contents unless sucli statei»ent is bloivir in the 
bottles. The back labels for distilled spirits must, include a "Govern- 
ment label" and, in the case of bottled-in-bond spirits, such labels 
must also i»elude the &;iution notice requirecl by section 201. 320(b) of 
the Distillecl Spirits Plants Regulations and the information required 
by section 201. 332 of those reguhitions. 

2. The bottler must obtain certificates of label approval coverin&r 
the back labels and;i»y associated neck, spot, or strip labels to bc 
affixed by him to the p ickage. 

3. The brn»d label affi~xed by the ivholesaler, either alone or i» 
comkii»;itio» vvith other front lnbels affixed to the bottle, must bcnr:ill 
of the mnnclntory informntion required by the regulations to appear 
on the front of the co»tniner. 

4. Tile ivholesnler must obtni» certificiites of I:ibe1 approval covering 
the complete sets of labels, including the brand label, bnck label, and 
nny other spot, neck, or strip labels ivhich rvill be used on the finished 
package. 

5. Before applying brnnd labels, the ivholesaler must obtain permis- 
sion therefor from the appropriate Assistant, Regional Commissio»er, 
Alcohol ancl Tobac& o Tnx. At, the discretion of thee Assistant Regioiial 
Commissioner, the niitliority to:idd biancl labels may be on a con- 
tin»i»g b;isis o~r mny be req»ired for each ndclitionnl labeling operation. 

Revenue Ruling 54 — 281, C. B. 1054 — ", 588, is hereby superseded. 

27 CI&'R 5. 30: General. 

Rebottling and rclabeli»g of unsalable importccl distilled spirits. 
See Rev. Rul. 02 — 164, page 371. 

9'hetlier distilled spirits in bottles ivith back 1nbels attnched mny be 
shipped to n vvholes;de liquor dealer ivho ivill place brand labels of 
his ovvn selection on the bottles. See Rev. Rul. 02 — 224, piige 380. 

27 CFR 5. 73: Standnrcls of fill. T. D. C&C&03 

TITLE 27 — INTOXICATING LIQUORS. — CEIAPTEII I, PART 5. — LA»El. ING AND 
ADEERTISING OI' DISTII, LED SPIRITS 

Amend&Rents relating to standards of fill for distilled spirits, 
674624' — 66 26 
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DLsFARTMENT OF THE TREASURY~ 
OFFIGE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 88, D. C. 

Officers and Employees of the Internal Revenue Service and Others 
Concerned: 

Treasury Decision 6601 [C. B. 1962 — 1, 864] amending 27 CFR Part 
Re]ati»g to I. abeling and Advertising of Distilled Spirits was 

published in the Federal Register on June 5, 1962 (27 F. R. 5259). 
That Tl easury decision is hereby amended by changing the effective 
date thereof to September 1, 1962. 

MORTIMER M. CAFLIN, 
Commissioner of Interne/ Revenue. 

Approved June 19, 1962. 
STANI. EY S. SURREY) 

Assistant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on June 22, 1962, 8:51 a. m. , and published 

in the issue of the Federal Register for June 28, 1962, 27 F. R. 5954) 

27 CFR 5. 74: Vintage spirits, cordials, and 
li qucurs, and specialties. 

Packaging distilled spirits in tinplate containers of less than one- 
half pint capacity with tin-lead soldered seams. See Rev. Rul. 62 — 111, 
page 872. 

27 CFR 7. 27: Net contents. 

Tolerances in filling bottles and cans of beer. See Rev. Rul. 62 121, 
page 679. 



PART IV 

TAX CONVENTIONS 

UNITED STATES-SAVISS CONI EDERATION INCOME 
TAX CONVENTION 

T. D. 6140, Section 500. 116: Si. »de»ts 
or appre»tices. 

Rev. Rul. 62 — 208 

The salary paid to an execu&. ive of a Siviss corporation, vvho is a 
citizen and resident of Sivitzerland temporarily in the United States 
for the lmrpose of study of a p&irticular industry for his eniployer, 
is not exempt from United States income tax under Article XIII of 
the United States-Siviss Confederation inconie tax convention, T. D. 
6140, C. B. 1965-o, st-t, at Sls. 

Advice has been requested ivliether;i. nonresident alie» einployee's 
salary, ivhile undertaking a study of;i particular i»dustry in the 
United States, is exempt. i'rom United States income tax under the 
provisions of article XIII oi the United States-Siviss Co»federation 
income tax convention, T. D. 6140, C. B. 1055 — 2, 814 at, 818. 

The nonresident alien in questio» is iin executive of a Siviss manu- 
facturing corporation. He is a citizen iind resident of Sivitzerl:ind 
and is in the I;nited Slates for an intensive study for his employer of 
the industry in ivhich il engages, after ivhich he ivill return to Sivitzer- 
land to resume, the cluties of his office there. Tlie corporation conti»ues 
to pay the executii c's salary by depositing it to his ba»k acco»iit in 
Sivitzerland. 

Article XIII of the U»ited )i:it& s-Siviss Co»feder;itio» inco»ie t;ix 
convention provides th:ii:i student or apl&rentice, a resident of one of 
the conti acti»g Stat& s, ivlio te»iporarily visits the other contracting 
State for the. purposes &if study or for iirquiring business or technica~l 
expeiie»ce, sliall »ot be taxable in tlie hitter State in respect of re- 
initt;inces received by hini froni abroad for the purposes othis mainte- 
nance or studies. 

Tlie amounts in question ivere received by the»onreside»t, alie» is 
a, contiiiuation of his salary ivhile acquiring inforinatio» of beneht 
to his employer, ratlier rlian i'or his education or to pursue studies to 
prepare him for a, position. They therei'ore ivere not received by him 
for the purposes of his niaintena»ce or study. 

Accordingly, it is iield that the nonresident;ilien is not exenipt from 
tax on these aiiiounts»»der Arti&le XIII oi the convention. 

(6%) 
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PART V 

ADMINISTRATIVE AND MISCELLANEOUS 
MATTERS 

DEPARTMENT OF THE TREASURY — OFFICE OF THE 
SLi'CR Li'TAR Y 

TREASURY DEPARTMENT ORDER NO. 107 (Rev. 9) 
Various officials — Authority to aux seal 

By virtue of tlie authority vested in me as Secretary of the Treasury, 
including the authority conferred by section 161 of the Revised 
Statutes, it is hereby ordered that: 

1. Except as provided for in paragraph 2, the following overs are 
authorized to afhx the Seal of the Tre~asury Department in the authen- 
tication of originals and copies of books, records, papers, ivritings, 
and documents of the Department, for all purposes, including tive 
purposes authorized by 28 U. S. C. 178~8 (b): 

(a) Itt the Oflice of Administration Services: 
(1) Director of A. dministrative Services. 
(2) Chief, General Services Division. 
(3) Chief, Printing and Procurement Division. 
(4) Chief, Directiv~es Control and Distribution Branclt. 

(b) In the Internal Revenue Service: 
(1) Commissioner of Internal Revenue. 
(o) Director, and Assistant Director. Collection Division. 
(8) Cltief, and Assistant. Chief, Disclosure Branch, Collec- 

tion Division. 
(c) In the Burea, u of Customs: 

(1) Commissioner of Customs. 
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2) Assistant Commissioner of Customs. 
8) Deputy Commissioner, Division of Management and 

Controls. 
(4) Deputy Commissioner, Division of Investigations and 

Enforcement. 
(5) Deputy Commissioner, Division of Appraisement 

Administration. 
(d) In the Bureau of the Public Debt: 

(1) Commissioner of the Public Debt. 
(2) Deputy Commissioner in Charge of the Chicago 

Ofhce. 
(3) Assistant Deputy Commissioner in Charge of the 

Chicago Once. 
(e) In the U. S. Coast Guard: 

( 1) Comn1 ant1ant. 
('&) A. ssist ant Commandant. 
(S) Administrative Aide to the Commandant. 
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2. Copies of documents which are to be published in the Federal 
Register may be certified only by the ofiicers named in paragraph 
1(a~) of this order. 

3. The Director of Administrative Services, the Commissioner of 
Internal Revenue Service, the Commissioner of the Public Debt, and 
the Commandant of the U. S. Coast Guard are authorized to procure 
and maintain custody of the dies of the Treasury Seal. 

The oKcers authorized in paragraph 1(c) may make use of such 
dies. 

Dated July 16, 1969. 
[$EAL] DovoLAs DIELoN, 

Secretary of the Trees!try. 
(Filed by the Division of the Federal Register on July 20, 1962, 8:48 a. m. , and 

published in the issue of the Federal Register for July 27, 1902, 27 F. R. 
7397) 

TREASURY DEPARTMENT CIRCULAR NO. 230 
(REVISED) ' 

Rules governing the practice of attorneys and agents before the 
Internal Revenue Service. 

Miscellaneous amendiuents 

On April 14, 1960, notice of proposed rule making with respect to 
the amendments of the regulations under Part 10 of Title 31 of the 
Code of Federal Regulations (comprising Treasury Department Cir- 
cular No. MO (Revised) ) was published in the Federal Register (97 
F. R. 3611). The notice pointed out, among other things, that the 
proposed amendments are not intended in any ivay to aGect Ithe deter- 
mination of the nature of professional corporations or associations tor 
income tax purposes and are specifically limited to the rules governing 
the practice of attorneys and agents before the Internal Revenue Serv- 
ice. 

After consideration of all such relevant matter as was presented by 
interested persons regarding the rules proposed, Part 10 of Title 31 of 
the Code of I&'ederal Regulations is hereby ainended as folio&vs: 

PARAGRAPH 1. Paragraph (d) (1) and (2) of $ 10. 3 is amended to 
read as follows: 
g 10. 3 ELIGIBILITY FOR ENROLLIIBNT. 

(d) Attorne!ts and certified pub!ic accountants. * u 

(1) Any attorney at law who is a niember in good standing of the bar of the 
highest court of a State, Territory, or possession of the United States, or of the 
courts of the District of Columbia. ; 

(2) Any certified public accountant who has duly qualified to practice as a 
certified public accountant in a State, Territory, possession of the United St ites, 
or in the District of Columbia. 

PAR. 9. Section 10. 4 is amended by striking out paragraph (d). 
The amended provision reads as follows: 

$ 10. 4 INELIGIBILITY FOR ENROLLMENT. 

(d) [Deleted] 
r) 10. 29 [Deletion j 

'27 F. R. 9918. 



395 

P. tR. 3. Section 10. 20 is deletecl. 

P;&R. 4. Paragraph (b) (28) of $ 10. 51 is amendecl to read as followers: 

I( 10. 51 Disasevr~szE Co»over. 

DOEGLAS DILLON) 
8eeretaiy of the Treasury. 

OCTOBER 8~ 1962. 

(Filed by the Division of the Federal Register on October 8, 1002, 8 i40 a. m. , and 
published in the i. sue of the I'ederal ltegister for October 0, 1062, 27 F. R. 
0018. ) 

(b) For»&s. "' 

(28) Solicitation of practice in any unethical or unprofessional inanner, in- 
cluding, but not liniited to, einploynient unethically arranged directly or incli- 
rectlv by or through any individual, partnership, association, corporation or 
eniployee thereof. 

PiR. 5. Because the amendments nrade by paragraphs 1 to 4, in- 
clusive, relieve restrictions and are of a liberalizing character, such 
amenclinents shall become effective on the elate of their publication in 
the Feder«l Register. (Sec. . '3, Act of July 7, 1884, 23 Stat. 258, 5 
U. +. C'. 261; R. S. 161, 5 U. S. C. 22; secs. 2 to 12, 60 St~«t. 287 et seq. (5 
U. S. C. 1001 to 1011); Reorg. Plan Xo. 26 of 1050, 64 Stat. 1280, 5 
lU. S. C. 138z. ) 

[SEAL] 

DELEGATIOX ORDER XO. 5 (Rev. 3) 
(EA'ective July 17, 1062) 

Emergency order of succession and delegation of authority 

1. By virtue of the authority vested in me by Treasury Department 
Order No. 129, Revision Xo. 2, dated April 2', 1955, the OScials in the 
positions listed below'. ancl on a docunient filecl at the Interiial Revenue 
Service emergency relocation site are hereby authorized, in the event 
of an enemy attack on the United States, and the clisability of the 
Commissioner, his absence from the emergency relocation site, or if 
there is a vacancy in the o(fice, to succeecl to the position of Acting 
Coinmissioner in the order listed, and are authorizecl to perform the 
functions of Conunissioner to insure the continuity of the functions of 
that OAice: 

Deputy Conainissioner 
Assistant Commissioner (Compliance) 
Assistant Commissioner (Technical) 
A. ssistant Conimissioner (Data Processing) 
A. ssistant Commissioner (Inspection) 
Assistant Commissioner (Planning and Research) 
Assistant Commissioner (A. dministration) 

If none of these OScials are available, the hrst available Regional 
Commissioner, in the order listed in the document on file at the emer- 
gency relocation site, u ill becoine Acting Conimissioner. 

Immediately in the event of an attack on the United State. -, each 
Regional Commissioner shall communicate as quickly as possible v-ith 
the emergency National Once at the relocation site and advise the 
OScial in charge of his availability to assunie the position of Acting 
Commissioner. A. fter the lapse of a re«son«ble tinie for receipt of 
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communications from the Regional Commissioners, the ORicial in 
charge of the einergency National Office will advise the available 
Regional Commissioner liighest in the order of succession to report to 
the emergency National Ofhce at the relocation site to become Acting 
Commissioner. 

If no Regional Cominissioner is available, a District Director will 
become A. cting Commissioner in the order indicated in the above- 
mentioned document, on file at the emergency relocation site. District 
Directors need not contact, the emergency National Office. 

2. There is hereby delegated to Regional Commissioners and Dis- 
trict Directors, or the OSci:tls acting in their stead, upon the event of 
an enemy attack on the Ignited States, all authority vested in the 
Cominissioner of Internal Revenue by lam or transfer from the Secre- 
tary of the Treasury as is necessary to insure the continuous perform- 
ance of Internal Revenue Service functions by those officials in their 
areas of jurisdiction. This delegation of authority will remain in 
eRect until notice is received that it has been terminated. 

3. This Order supersedes Delegation Order No. 5 (Rev. 2), issued 
October 24, 1960 [C. B. 1960 — 2, 917]. 

MoRTIMER M. CHAPLIN~ 
Comm& si oner. 

(Filed by the Division of the Federal Register on July 80, 1962, 8:58 a. m. , and 
published in the issue of the Federal Register for July 81, 1962, 27 F. R. 
7604) 

DEI EGATION ORDER NO. 86 ' 
(ERective July 12, 1962) 

Delegation of authority to District Directors and the Director of 
International Operations to permit inspection of certain returns by 
certain applicants pursuant to 26 CFR 601. 702 (d). 

Pursuant to authority vested in me as Commissioner of Internal 
Revenue, authority is hereby delegated to District Directors and the 
Director of International Operations to permit inspection of returns 
in their custody, inspection of which may be authorized by me pur- 
suant to 26 CFR 601. 702 (d), to the same persons and subject 
to the same conditions as prescribed for such persons in 26 CFR 
801. 6108 (a) — 1(c) . 

The authority delegated herein is limited to returns as filed by or 
on behalf of the taxpayer, including any schedules, lists and other 
ivritten statements which have been filed with the Internal Revenue 
Service by or on behalf of the taxpayer or which have previously 
been furnished by the Service to the taxpayer. 

whenever it is determined that, a return or related document, as 
defined above is available for disclosure in a palticular case, a copy 
or certified copy may be furnished the party requesting the same. 

The authority delegated herein may not be redelegated. 
MORTIMER M. CAPLINr 

Commissioner. 
(Filed by the Division of the Federal Register on July 27, 1962, 8:o8 a. m. , and 

published in the issue of the Federal Register for July 28, 1962, 27 F. R. 7461) 

' i)eiegation Orders Nos. S4 and S5 were not published. 
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DL&'LL&'t. lATIO~A' ORDER XO. 88 ' 

(L&'Hective October 2;&, 1062) 
Delegation of authority to give notice to exempt organizations 

of revocation of exen&ption. 

Pursuant to the authority vested in me as Commissioner of Internal 
Revenue, it, is Ilirectecl tlrat District Directo&s of Internal Revenue 
have the authority to prepare, sign on behalf of the Commissioner, 
and send to taxpayers by registered or certified mail not. ice of revoca- 
tion of exemption as provided in section 503(a) (2) of the Internal 
Revenue Code of 1Ã&4. 

MORTIMEII AI. CAPLIN& 
Commissi oner. 

(Filed by the Division of the lcederal Register on November ti, inc&2, 8: o4 a. &u. , 
and published in the issue of the I&'ederal Re "ister for Neve&aber 7, 10(i2, 27 
F. R. 10861) 

(Also Part I, Sections 46, 48. ) T D 6610 z 

TITLL' 26 — INTERNAL RLeVENUE. — CHAPTER I, SUBCHAPTER A, PART 16. — 
TEMPORARY IIEGULATIONS UNDER THE REVENUE ACT OF 1962 

Temporary regulations under certain provisions of the credit for 
investment allo&ved by section 88 of the Internal Revenue Code of 
1%4. 

DEPARTMENT OF Ti I E TK&IASUKV, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

IVash&'nyton 88, D. C. 
To Officers end Employees of the Intern&I/ EevenMe 8ervice and 

Others Concerned: 
The follolving regiihitions, }&rescribed under sections 46(a) (5) and 

48(d) of the Internal Revenue Code of 10M, as added by section 2 
of the Revenue Act of 1062 (76 Stat. 062), relate io the computation 
of the limitation on the credit allowed by section 38 of the Code in 
the case of members of an aSliated group, and to the election of a 
lessor of certain property to treat the lessee of the property as having 
purchased such property for purposes of the credit allowed by section 
38. 

The regulations set, forth herein are temporary and are designed 
to inform taxpayers of certain rules governing the performance of 
acts required or permitted uncler certain provisions relating to the 
credit allowed by section 38 of the Code. AIore comprehensive rules 
with respect to these a»d other provisions relating to such credit, will 
be issued subsequently. 

In order to prescribe temporary regulations under sect. ions 46 (a) (5) 
and 48(d) of the Internal Revenue Code of 10o4, the following regu- 
lations are adopted: 

' De&egution Order No. 87 &gas not published. 
-" 27 I'. R. 11401. 
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I3 16. 1 STATUTORY' PROVISIONS ) AMOUNT OF CREDIT; AFFILIATED 

GRoUps. 

SEC, 46. AMOUNT OF CREDIT— 
(a) DETERMINATIoN oF AMGUNT. — * 

(5) AFFII. IATED GRQUPs. — In the case of an afliliated group, the 
$2:&, 000 amount specified under subparagraphs (A) and (B) of 
paragraph (2) shall be reduced for each member of the group by 
apportioning $25, 000 among the members of such group in such 
manner as the Secretary or his delegate shall by regulations pre- 
scribe. For purposes of the preceding sentence, the term "afliliated 
group" has the meaning assigned to such term by section 1504(a), 
except that all corporations shall be treated as includible corpora- 
tions (without any exclusion under section 1504(b) ). 

[Sec. 46(a) (5) as added by sec. 2 (b), Revenue Act 1962 (76 Stat. 963) ] 
8 16. 1 — 1 CQMPUTATIQN oI' LIITITATIGN 

& 
APPORTIDNMENT QI' @5 000 

AMGUNT AMoNG MEMBERs oF AFFILIATED GRoUP. — (a) Limitation on 
amount of credit. (1) In general. Section 46(a) (2) provides that 
the credit allowed by section 38 (relating to credit, for investment in 
certain depreciable property) shall not exceed- 

(i) So much of the liability for tax for the taxable year as does 
not exceed @5, 000, plus 

(ii) 25 percent of so much of the liability for tax for the taxable 
year as exceeds '@5, 000. 

(9) Apportionment of 885, 000 amount among member8 of an affiH- 
ated group. — Section 46(a) (5) provides that in the case of an a6ili- 
ated group (as defined in paragraph (d) of this section), the $%, 000 
amount specified in section 46(a) (9) shall be reduced for each mem- 
ber of the group by apportioning $95, 000 among the members of the 
group. Fxcept as otherwise provided in this section, the $25, 000 
amount shall be apportioned among those members of the a%1iated 
group which are melnbers on the last day of the taxable year of the 
common parent. For the taxable year of each such member ending 
with, or within which falls, the last day of the taxable year of the 
common parent, the credit allowed by section 38 cannot exceed- 

(i) So much of its liability for tax for such taxable year as does 
riot exceed its share of the @5, 000 amount apportioned to it under the 
rules prescribed in this section, plus 

(ii) 25 percent of. so much of its liability for tax for such taxable 
year as exceeds its share of the $95, 000 amount so apportioned to it. 

(8) A'armer of apportionment. — (i) In the case of members of an 
a%1iated group which are members on the last day of the taxable 
year of the common parent, the @5, 000 amount may be apportioned 
among such members (for the taxable year of each such member end- 
ing with, or within which falls, the last, day of the taxable year of 
the comlnon parent) in any manner such members may select if all 
such members consent to the apportionment plan. The consent of 
each such member to the apportionment plan shall be in the form of a 
statement signed by the member consenting to the plan. The statement 
shall set forth the name, address, and taxpayer account number of 
each such member of the aSliated group and of any other corporation 
to which any portion of such groupis @5, 000 amount is apportion- 
able under paragraph (b) of this section, the identity of the common 
parent, the last day of the common parent's taxable year, and the 
amount apportioned to each corporation. The consents may be incor- 
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porated in one statement. The statement (or statements) shall be 
attached to the timely filed income tax return of the common parent 
and shall be irrevocable after the due date of such return (including 
extensions of time). However, if the due date (including extensions 
of time) of the return of a common parent, is before February 28, 196'&, 
the required statement (or statements) shall be considered timely fi]ed 
if filed on or before February 28, 1968, with the clistrict director with 
whom the common parent files its return. Each member of the a]]i]i- 
ated group consenting to the apportionment plan shall attach a copy 
of its consent (or a, copy of the statement, containing the consents of 
all the corporations) to its income tax returns or, in the case of a return 
due before February 28, 1963, to any amended return or claim for 
refund. 

(ii) An apportionment, plan adopted by an aS]iated group with 
respect to a particular taxable year of the common parent shall be 
valid only for the taxable year of each member of the group which encls 
with, or within which falls, the last day of such taxable year of the 
common parent. Thus, an a]ciliated group must file a separate consent 
to an apportionment plan with respect to each taxable year of the 
common parent as to which an apportionment p]an is desired. 

(iii) If an apportionment plan is not timely se]ected, the $25, 000 
amount, specified in section 46(a) (2) shall be reduced for each mem- 
ber of the aS]iated group, for its taxable year ending with, or 
within which fa]ls, the last. day of the common parent's taxable year, 
to an amount, equal to (u) $25, 000, divided by (b) the number of 
corporations in such group as of the close of such last day. If the 
common parent, 's taxa~b]e year ends before January 1, 1962, no portion 
of the $25, 000 amount shall be apportioned to it or to any other mem- 
ber of such group for a taxable year ending before January 1, 1962, and 
on or after the close of the parent's taxable year, and any such parent. 
or member sha]1 not be considered a, member for any such taxable 
year in «letermining the number of corporations referred to in (6) of 
the preceding sentence. 

(b) Short taxable year. — (1) If (i) the return of a corporation is 
for a short period ending after December 81, 1961, (ii) such corpora- 
tion is a, member of an aS]iated group as of the last, day of such period, 
and (iii) the last clay of the common parent's taxable year does not, 
end with or within such short period, then the $25, 000 amount shall 
be reduced for such corporation to an a~mount equal to $25, 000 dividecl 
by the number of corporations in such group as of the close of such 
corporation's short period. In such case, the total amount that may 
be apportioned under paragraph (a, ) (8) of this section (either equally 
or according to a plan) among the members of an aS]iated group 
which have the same common parent as the corporation with the 
short period shall be $25, 000 less the amount apportioned to such 
corporation for its short period ending in the taxable year of the 
common parent of (he aSliated group. If the common parent of the 
corporation with the short period is not a%]iated with any other cor- 
poration at the end of such parent's taxable. year within which the 
short, period ends, the $25, 000 amount shall be recluced for the parent 
by the amount apportioned to such corporation for its short period. 

(2) In lieu of the apportionment prov]der] for in subparagraph (1) 
of this paragraph, a corporation (with a short, period) may waive 
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its right to receive the part of the $25, 000 amount apportionable to 
it by specifically so indicating on a stateinent meeting the requirements 
of subparagraph (3) of this paragraph. In such case, no amount 
shall be considered apportioned to such corporation. 

(8) The corporation ivith the short period sha11 attach a state- 
i»e»t to its timely fi]ed income tax return (including extensions of 
time). However, if the due date of the return (including extensions 
of time) is before February 28, 1963, the statement may be attached 
to;in amended return or claim for refund filed on or before February 
28, 1968. The statenient sha, ll indicate the name, address, and t, ax- 
payer account number of each member of' the aSliated group as of the 
close of the short period, the identity of the common parent and the 
last day of the connnon parent's taxable year, and the amount ap- 
portioned to itself or, if appropriate, a waiver of the amount appor- 
tionable to it. A. copy of the statement shall be furnished to the 
common pare»t. 

(c) Taboo or inoie common parent8. — If a corporation during its 
taxable year is a member ot tivo or more aSliated groups as of the last 
clay of the taxable year of the commoii parent of each such group, 
such corporation shall be considered to be a member of only the 
af61iated group whose common parent's taxable year ends earliest in 
such corporation's taxable year. 

(d) Definition of agh'ated gronp. — For purposes of this section, 
an a%1iated group means one described in section 1504(a), except that 
all corporations shall be treated as includible corporations, without 
exclusion under section 1504(b). Tlius, a foreign corporation or a 
corporation exempt froni taxation under section 501 may be a member 
of an aKliated group for purposes of this section even though under 
section 1504(b) neither corporation would be an includible 
corporation. 

(e) A+A'ated group filing a consolidated retu'rn. — For purposes of 
determining the limitation based on amount of tax for tlie members of 
an aSliated groiip which join in filing a consolidated return, all such 
members shall be treated as though they ivere a single taxpayer. The 
limitatioii based on amount of tax for an afViliated group all of whose 
niembers join in the filing of a consolidated return shall be so much of 
the consolidated liability for tax as does not exceed $25, 000, plus 25 
percent of the consolidated liability for tax in excess of $25, 000. If 
however, there are other i»embers of the aRiliated group which do not 
join in the filing of the consolidated return (such as, for example, a 
corporation exempt from taxation under section 501), and a consent 
is not timely filed apportioning the $25, 000 amount among the group 
filing the consolidated return and the other members of the aKliated 
group, each meinber of the group which joins in filing the consolidated 
return shall be treated as a, separate corporation for purposes of 
equally apportioning the $25, 000 amount. In such case, the limita- 
tion based on amount of tax for the group filing the consolidated 
return shall be computed by substituting for the $25, 000 amount the 
total of the amounts apportioned to each corporation which joins in 
filing the consolidated return. 

(f) Aonre8&!ent foreign corporation. — (1) No part of the $25, 000 
amount shall be apportioned under this section to a foreign corpora- 
tion not engaged in trade or business within the United States (here- 
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inafter referred to in this paragraph as a "nonresident foreign 
corporation" ), nor shall such corporation be considered as a member 
for purposes of determining the number. of corporations which divide 
equally the $25, 000 amount under paragraph (a) (8) (iii) of this sec- 
tion. Furthermore, the consent of such corporation to an apportion- 
ment plan is not required. 

(2) A nonresident foreign corporation which is a common parent 
of an afiiliated group shall be considered to have a taxable year ending 
December 81. 

(8) If a nonresident foreign corporation is a common parent of 
an aSliated group, the statement required by paragraph (a) (8) (i) 
of this section sliall be considered timely filed if filed w~ith the Director, 
International Operations Division, Internal Revenue Service, Wash- 
ington 25, D. C. , within 75 days after the end of its taxable year (as 
determined under subparagraph (2) of this paragraph) or February 
28, 1968, whichever is later. 

(g) Examples. The provisions of this section may be illustrated 
by the following examples: 

Exump/e (1). P, a domestic corporation, files an income tax return 
for its taxable year ending January 81, 1962. On such date P owns 
all the outstanding stock of S, also a domestic corporation. S files a 
separate income tax return on the basis of a fiscal year ending June 
80. The membership of the aSliated group is ascertained as of the 
close of January 81, 1962, the last day of the taxable year of. the 
common parent, P. On that day the afFiliated group consists of P and 
S. P and S consent to an apportionment plan in which the $25, 000 
amount is apportioned entirely to S for its taxable year ending June 
80, 1962 (S's taxable year within which the last day of the taxable 
ye~ar of the common parent, January 81, 1962, falls). Such consent 
is timely filed. For purposes of computing the credit under section 
88, S's limitation based on amount of tax for its taxable year ending 
June 30, 1962, is so much of S's liability for tax as does not exceed 
$25, 000, plus 25 percent of S's liability for tax in excess of $25, 000. 
P's limitation for its taxable year ending January 81, 1962, is equal 
to 25 percent of P's liability for tax. On the other hand, if an ap- 
portionment plan is not timely filed, P's limitation would be so much 
of P's liability for tax as does not exceed $12, 500 plus 25 percent of 
P's liability for tax in excess of $12, 500, and S's limitation ~ould be 
computed similarly. 

Example (8). Assume the same facts as in example (1), except 
that P's taxable year ends December 81, 1961, on which date it owns 
all the outstanding stock of S. If an apportionment plan is not timely 
filed, the $25, 000 amount is apportioned equally among members of 
the group as of December 81, 1961, the last day of the taxable year of 
thc common parent. , P. No portion of the $25, 000 amount is appor- 
tioned to P since its taxable year ends before January 1, 1962. Since 
S is the only corporation which is considered a niember of the group 
as of December 81, 1961, it is apportioned the entire $25, 000 amount. 

Exemp/e (8). F, a corporation entitled to the benefits of section 
981, by reason of receiving a large percentage of its income from 
souices within possessions of the United States, files an income tax 
return for its taxable year ending December 81, 1968, on which &late 
it owiis all the stock of P-, a domestic corporation. P files a, consoli- 
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dated return as a common parent for its fiscal year ending June 30, 
1964, with its tivo wholly owned domestic subsidiaries, S and A. . No 
consent to an apportionment plan is filed. The membership of the 
afiiliated group is ascertained as of the close of December 81, 1968, the 
last day of the taxable year of the common parent, F. On that day 
the a%liated group consists of F, P, S, and A, and each member is 
apportioned $6, 250 of the $25, 000 amount ($25, 000 divided by the 
four members). The limitation based on amount of tax for the 
a%liated group filing a consolidated return (P, S, and A) for the 
year ending June 80, 1964 (the consolidated taxable year within which 
December 81, 1963, falls), is computed by using $18&750 instead of 
the $25, 000 amount. The $18, 750 is arrived at by adding together 
the $6&, 250 amounts apportioned to P, S, and A on December 81, 1968. 
lf the consolidated liability for tax of P, S, and A is $27, 750 for the 
taxable year ending June 80, 1964, then the credit allowed by section 
88 for such group for such taxable year cannot exceed $21, 000 ($18&750 
plus 25 percent of $9, 000) . 

Ez, amp/e ($). Assume the same facts a, s in example (3) except 
that a consent by all the members of the a%liated group is filed with 
the timely filed income tax return of F to apportion the entire $25, 000 
to the group filing a consolidated tax return (P, A. , and S). The 
credit allowed by section 88 for such group for its taxable year end- 
ing June 80, 1964, cannot, exceed $25&6&87. 50 ($25, 000 plus 25 percent 
of $2&750). 

Ea', cnr&p/e (6). P, a domestic corporation filing income tax returns 
on a, calendar-year basis, owns all the stock of S, T, and U, all domes- 
tic corporations. S, T, and U file separate returiis and also file re- 
turns on a calendar-year basis. On June 80, 1968, S is liquidated. 
December 81, 1968, the last day of the taxable year of P, the common 
parent of the a%hated group, does not fall ~vithin S's short taxable 
year beginning January 1, 1968, and ending June 80, 1968. S does 
not ~vai~ve its rioht to its equal portion of the $25, 000 amount, . For 
such short taxable year, the $25, 000 amount shall be reduced for S 
to $6, 250 ($25, 000 divided by 4, the number of corporations in the 
a%liated group at the close of S's short taxable year). The total 
amount apportionable to the members of the a%liated group of which 
P is the cominon parent for their taxable years ending with Decem- 
ber 31, 1963, is $18, 750 ($25&000 minus the $6, 250 apportioned to S 
for its short taxable year ending June 80, 1963, which date ends iii 
the taxable year of P, its common parent, ). This $18&750 may be 
apportioned according to an apportionment plan or, if a, plan is not 
timely filed, ivill be apportioned equally among P, T, and U. 

1 6 2 STATUToRy PRovIsIQNs j DEFINITIoNs j SPECIAI RULEs 
SEC. 48. DKI& INITIONS; SPECIAL RULES. 

(d) CERrazr& LEaszn PaorEsrr. — A person (other than a person re- 
ferred to in section 46(d) ) who is a lessor of property may (at such 
tin&e, in such manner, and subject to such conditions as are provided by 
regulatious prescribed by the Secretary or his delegate) elect with re- 
spect to any new section 88 property to treat the lessee as having ac- 
quired su& h property for an a&nount equal to— 

(I) lf such property &vas constructed by the lessor (or by a cor- 
poration whi&h controls or is controlled by the lessor within the 
meaning of section 868(c) ), the fair market value of such prop- 
ertv, or 
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(2) If paragraph (1) does not apply, the basis of such property to 
the lessor. 

The election provided by the preceding sentence may be made only with 
respect to property which would be new section 88 property if acquired 
by the lessee. 1&or purposes of the preceding sentence and section 40 
(c), the useful life of property in the hands of the lessee is the useful 
life of such property in the hands of the lessor. If a lessor malres the 
election provided by this subsection with respect to any property, the 
lessee shall be treated for all purposes of this subpart as havin acquired 
such property. If a lessor n|al'es the election provided by this subsec- 
tion with respect to any property, then, under regulations prescribed by 
the Secretary or his delegate, subsection (g) shall not apply v;ith re- 
spect to such property and the deductions otherwise allowable under 
section 182 to the lessee for amounts paid to the lessor under the lease 
shall be adjusted in a manner consistent with the provisions of subsec- 
tion (g). 
[Sec. 48(d) as added by sec. 2(b), Revenue Act of 1902 (76 Stat. 908) ] 

$16. 2 — 1 KI, EcTICN oF LEssoR oF NEW SEcTIoN 38 PRCPFRTY To 
TREAT LEssEE As PI~RcIIASER. — (a) In genera(. — Under section 48(d), 
a lessor of. property may elect to treat the lessee of such property as 
having purchased such property for purposes of the credit allo~ed 
by section 38 (relating to investment in certain depreciable property) 
if the following conditions are satisfied: 

(1) The property must be "section 38 property" (within the 
meanin«of section 48(a) ) in the hands of the lessor; that is, it 
must be property with respect to which depreciation (or amortiza, — 

tion in lieu of depreciation) is allowable to the lessor, it must, have 
a useful life of 4 years or more in his hands, and in every other 
respect it must meet the requirements of section 48(a). Thus, 
for example, property leased by a municipality to a taxpayer 
for use in what, is commonly known as an "industrial park" is not 
eligible for the election since, under section 48(a) (5), property 
used by a governmental unit is not treated as section 38 property. 
In addition, property used by the lessee predominantly outside the 
U'nited States is not eligible for the election single, under section 
48(a) (2), such property is not section 38 property. 

(2) The property must be "new section 38 property" (within 
the meaning of section 48(b) ) in the hands of the lessor; that is, 
either (i) construction, reconstruction, or erection of the prop- 
erty must be completed by the lessor after December 31, 1961, or 
(ii) the property must be acquired by the lessor after December 
31, 1961, and the origilral use of such property must, commence 
with the lessor and after such date. 

(3) The property ~vouid constitute "new section 38 property" 
to the lessee if such lessee had actually purchased the property. 
Thus, the election is not available if the lessee is not the original 
user of the property. The lessee is not, the original user of the 
property if it has been previously used by the lessor or another 
person, or if it is reconstructed or reconditioned property. How- 
ever, for purposes of this subparagraph, the lessee will be con- 
sidered the original user if he is the first person to use the property 
for its intendecl function. Thus, the fact that the lessor may have, 
for example, tested, stored, or attempted to lease the property to 
other persons will not preclude the lessee from being considered 
the original user. 

S74924' — SS 27 
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(4) A statement of election to treat the lessee as a purchaser 
has been filed in the manner and within the time prescribed in 
paragraph (d) of this section. 

(5) The lessor is not a person referred to in section 46(d); 
that is, a inutual savings bank, cooperative bank, or domestic 
building and loan association to ivhich section 593 applies; a regu- 
lated investment company or real estate investment trust sub- 
jec t to taxation under subchapter M, chapter 1 of the Code; or 
a cooperative organization described in section 1881(a). 

(6) The lessor and lessee do not join in 61ing a consolidated 
income tax return for a. periorl ivhich includes the date on which 
possession of the property is transferred to the lessee. 

The election may be made on a property-by-property basis. If the 
conditions of this paragraph have been met, the lessee shall be treated 
for purposes of the credit allowed by section 68 as though he were the 
actual oivner of the property. Thus, the lessee shall be entitled to 
the credit;dlowed by section 38 with respect. to such property for the 
taxable year in which he places such property in. service, and the 
lessor shall not be entitled to a credit allowed by section 88 with respect 
to such property. Moreover, if the leased property is disposed of by 
the lessee, or if it otherwise ceases to be section 88 property in his 
hands, the property ivill hc subject to the provisions of section 47 
(relating to early dispositions, etc. ). However, the lessee will not 
be considered a lessor tor purposes of tliis section if it subleases the 
property to another. 

(b) Basis of leased property. — (1) If a valid election is made under 
this section, the amount of qualified investment under section 46(c) 
with respect to the leased property shall be determined by reference to 
the basis of such property in the hands of the lessee. Unless subpara- 
graph (2) of this paragraph applies, the basis of the property in tlie 
hands of the lessee shall be the basis of the property in the hands of 
the lessor. 

(2) If the property was constructed by the lessor (or by a corpora- 
tion which controls or is controlled by the lessor within the meaning 
of' section 668(c) ), the basis of the property to the lessee shall be an 
amount equal to the fair market, value of such property on the date 
possession is transferred to the lessee. The term "constructed" shall 
be given its coinmonly accepted meaning; that is, to build, manufac- 
ture, or erect, something which did not. theretofore exist. Thus, re- 
construction, repairing, or reconditioning does not constitute "con- 
struction". However, it, is not necessary that the materials used in 
construction be new iniuse. 

(c) Useful life of lea~ed property. — The estimated useful life to the 
lessee of property subject to the election shall be deemed to be the esti- 
mated useful life in the hands of the lessor. The lessor shall deter- 
mine the estimated useful life of each leased property on an individual 
basis even though multiple asset accounts are used. The lessee, how- 
ever, may treat the property as having a useful life shorter (han the 
lessor's useful life. 

(d) planner and time for making election — (1) cllanner of making 
election. — The election of a lessor shall be made by 61ing a statement 
with the lessee, signed by the lessor and including the written consent 
of the lessee, containing the following information: 
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(i) The name, address, and taxpayer account number of the lessor 
and the lessee; 

(ii) The district director's once at which the income tax returns of 
the lessor and the lessee are filed; 

(iii) A description of each property with respect to which the elec- 
tion is being made; 

(iv) The date on which possession of the property (or properties) 
is transferred to the lessee; 

(v) The estimated useful life category of the property (or proper- 
ties) in the hands of the lessor; that. is, 4 years or more but less than 6 
years, 6 years or more but less than 8 yea~rs, or 8 years or more; 

(vi) If the lessor (or a corporation which controls or is controlled 
by the lessor within the meaning of section 368(c) ) constructed the 
property, the fair market, value of the property as of the date pos- 
session of the property is transferred to the lessee, and in any other 
case, the basis of the property to the lessor. 

(2) Time for malcing election (i) Property leased after November 
80, 1808. — In the case of property possession of which is transferred by 
a lessor to a lessee af ter November 20, 1962, the statement, referred to in 
subparagraph (1) of this paragraph shall be filed with the lessee on or 
before the 60th day after possession of the property is transferred to 
the lessee. 

(ii) Property leased on or before November 80, 186'8. — In the case 
of property possession of which is transferred by a lessor to a lessee on 
or before November 20, 1962, the statement referred to in subpara- 
graph (1) of this paragraph shall be filed with the lessee on or before 
January 21, 1963. 

(8) E/ection is irrevocable. — An election under this section shall 
be irrevocable as of the time the statement referred to in subpara- 
graph (1) of this paragraph is filed with the lessee. 

(e) Record requirements. — The lessee shall attach the statement re- 
ferred to in paragraph (d) (1) of this section to his income tax return 
for his taxable year in which the leased property is placed in service 
by him. The lessor shall attach to his income tax return a summary 
statement of all property leased during his taxable year with respect 
to which an election is made. Such summary statement shall con- 
tain the following information: (1) The name, address, and taxpayer 
account number of the lessor; and (2) in numerical account number 
order, each lessee's account number, name, and address, the useful life 
category of the property, and the basis or fair market value of the 
property, whichever is applicable. In addition, the lessor shall main- 
tain records which permit specific identification of property with 
respect to which an election under this section is made. 

(f) Adjustment of rental. deductions. — (1) In general. — If a les- 
sor makes a valid election under tliis section, section 48(g) (relating 
to adjustments to basis of property) shall not apply to the lessor with 
respect to property subject. to the election. Thus, the lessor is not 
required to reduce under section 48(g) (1) the basis of property with 
respect to which an election is made. However, if such an election 
is made the deductions otherwise allowable under section 162 to the 
lessee for amounts paid or accrued to the lessor under the lease shall 
be adjusted in the manner provided in this paragraph. 
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(2) Decrease iii rental deduction. — (i) The total of all deductions 
otherwise allowable under section 162 to the lessee for amounts paid or 
accrued to the lessor under the lease with respect to the leased prop- 
erty shall be decreased by an amount equal to the credit earned on the 
leased property. The "credit earned" on the leased property is deter- 
mined by multiplying the qualified investment (as defined in section 
46(c) ) with respect to such property by 7 percent. Thus, the credit 
earned (and the decrease in deductions) is determined without regard 
to the hmitation based on tax which, under section 46(a) (2), may 
limit the amount of the credit the lessee may take into account in any 
one year. For each year during a period equal to the shortest life 
of the useful life category used by the lessee in computing qualified 
investment undei section 46(c) with respect to the leased property, 
the lessee shall decrease his deduction otherwise allowable under sec- 
tion 162 for such year with respect to such property. The decrease 
for each such year shall be equal to the credit earned divided by such 
shortest lite, that, is, 4, 6, or S. Such decreases shall begin with the 
taxable year~ during which the lessee places the property in service. 
Thus, if leased property with a basis of $80, 000 to the lessee, and an 
estim~ated useful life falling within the 4 years or more but less than 
6 years useful life category, is placed in service by the lessee within 
the lessee's taxable year ending December 81, 1968, the lessee must de- 
crease his section 162 deduction with respect to the leased property 
for the taxable year 1968 and for each of the 8 succeeding taxable 
years by $175 ($700 credit earned divided by 4) ~ 

(ii) To the extent that, a required decrease is not taken into account 
for any taxable year because the deduction otherwise allowable under 
section 162 for such year with respect to the leased property is less 
than the required decrease for such year, then the balance of the re- 
quired decrease not taken into account for such year shall reduce the 
amount, otherwise allowable as a deduction with respect to such prop- 
erty for the next succeeding year (or years) for which a deduction is 
allowable with respect to such property. Thus, if the required de- 
crease with respect to leased property is $200 for 1968, but the lessee's 
deduction otherwise allowable for such year with respect to such prop- 
erty is only $50, the balance of $150 must, be applied in the succeeding 
year (or years) to decrease any deduction otherwise allowable to the 
lessee with respect to the leased property for such succeeding year (or 
years) . 

(8) Increase in rental deduction. — If in any taxable year section 47 
applies (because of an early disposition, etc. , of the leased property) to 
property which is subject to a valid election under section 48(d), and 
if as a result of the application of section 47 the lessee's tax for the 
taxable year is increased or a credit carryback or carryover is adjusted, 
then an appropriate increase in the lessee's deduction otherwise allow- 
able under section 162 for such taxable year with respect to the leased 
property shall be made. 

(g) L&'xnrnple. The provisions of this section may be illustrated 
by the following example: 

Example. X Corporation is engaged in the business of manufac- 
turing and leasing new and reconstructed equipment which in its 
hands has an estimated useful life of 10 years. After December 81, 
]961, X Corporation constructs machine No. 1 at a cost of $10, 000 and 



reconstructs machine No. u at a cost of $5)000. On June 30, 1964, 
Y Corporation, a calendar-year taxpayer, leases both machines from 
X Corporation and places them in service. The fair market value of 
rnachine No. 1 on the date on which possession is transferred to Y is 
$15, 000. Machine No. 1 would qualify as new section 38 property in 
Y's hands if it, had been purchased by Y. If X elects to treat Y as 
the purchaser of machine No. 1, such machine will have a basis of 
$15, 000 in Y's hands and an estimated useful life falling within the 
8 years or more category (assuming Y does not elect, a shorter useful 
life) for purposes of determining Y's qualified investment. Y)s 
credit earned with respect to the property is $1, 050 (7 percent of 
$15, 000). Y's deduction attributable to the leased property will be 
reduced by $131. 25 (credit earned of $1, 050 divided by 8) for its tax- 
able year 1964 and for each of the 7 succeeding taxable years, The 
election is not available with respect to machine No. 2 since a recon- 
structed machine would not constitute new section 38 property if Y 
had purchased it. In such case, while X. cannot make the election to 
treat Y as a purchaser, X would be entitled to a credit under section 
38 based on its expenditure of $5, 000 as an investment in new section 
38 property, since such amount represents cost of reconstruction after 
December 31, 1961. 

Because this Treasury Decision merely provides temporary regula- 
tions designed to inform taxpayers how to compute the limitation on 
the credit allowed by section 38 of the Code in case of members of 
an afBliated group, and how) when, and where a lessor of certain prop- 
erty may make an election to treat the lessee of the property as hav- 
ing purchased such property for purposes of the credit allowed by 
section 38 of the Code, it is found unnecessaly to issue this Treasury 
Decision with notice and public procedure thereon under section 4(a) 
of the Administrative Procedure Act, approved June 11, 1946, or 
subject to the eR'ective date limil ation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat, . 917; 
26 U. S. C. 7805) . ) 

MORTIMER M CAFLIN) 
Oomrnisgioner o f Interna/ Revenue. 

Approved November 16, 196o. 
STANI FY S. SURREY) 

Assistant Secretary of the Treoaury. 

(Filed by the Division of the Federal Register on November 10, 1062, 8:o3 
and published in the issue of the Federal Register for November )0, 106'), 
o7 F. R. 11401) 

96 CFR 601. 301: Imposition of taxes, quali- 
fication requirements, and regulations. 

(Also Part III — A. , Section 7805; 301. 7805- 
1. ) 

Rev. Proc. 62 — 17 

Program for review of Revenue Rulings issued unrler the provi- 
sions of Chapter 51 of the Internal Revenue Code of 1054 and the 
Icederal Alcohol Administration Act to identify those needing 
revision to conform to current provisions of the pertinent law '«ul 
regulations and prepare and publish the re)Inured revisions. 
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SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to announce a program 
for (1) the review of Revenue Rulings issued under the provisions of 
Chapter 51 of the Internal Revenue Code of 1954 and the Federal 
Alcohol Administration Act and (2) the issuance of revisions to reflect 
current provisions of those laws and related regulations. 

SEc. 2. B. &UKGROUND. 

. 01 Public I. aw 591, 86d Cong. , approved August 16, 1954, and 
Public Law 85 — 859, 85th Cong. , C. B. 1958 — oi, 92, approved September 
2, 1958, made many changes in the laws administered or enforced by 
tlute Alcohol and Tobacco 'fax Divi ion. Treasury Decision 6091, C. B. 
1954 — 2, 47, approved A. ugust 16, 1954, and Treasury Decision 6878, 
C. B. 1959 — 1, '?12, approved April 16, 1959, provided for the continu- 
ance of all instructions and rulings in eAect with respect to the Code, 
Chapter 51 of the Code, or with respect to regulations issued pursuant 
thereto, to the extent, that such instructions or rulings were not incon- 
sistent with the Code as revised by Public I. aw 591 or amended by 
Public I aw 85 — 859, respectively. 

. 02 All Revenue Rulings issued under the provisions of Chapter 
51 of the 1954 Code. and corresponding provisions of. the Internal 
Revenue Code of 1969, and the Federal Alcohol Administration Act. 
have been reviewed to identify those that are considered to be obsolete 
either because they have no application to the laws and regulations 
now in effect or are unnecessary because the subject matter of the 
ruling is now specifically covered by regulations. Revenue Ruling 
62 — 75, C. B. 1962 — 1, 859, contains a list of those Revenue Rulings 
which are no longer in efi'ect. and declares them to be obsolete. 

SEc. 8. REVENUE Rl|I INrs To BE REPUBLISHED. 
A current study is being made of the remaining Revenue Rulings 

issued under Chapter 51 of the Code and the Feder~al Alcohol Admin- 
istration Act to identify those that require revision to reflect present 
law and regulations and to prepare and publish the ensuing revisions. 
Such revisions will be republished as Revenue Rulings. 
SEc. 4. INQUIRIEs. 

Inquiries regarding this Revenue Procedure, as well as comments 
regarding any particular Revenue Ruling issued under Chapter 51 
of the Code and the Federal Alcohol Administration Act, should refer 
to its nulnber and be addressed to the Director, Alcohol and Tobacco 
Tax Division, Washington 25, D. C. 

26 CFR 601. 702: Publication and public inspec- Rev. Proc. 62 — 18 
tion. 

(Also Part I, Sections 6103, 6106; 801. 6103(a) — 1, 
'301. 6103 (b) — 1, 801. 6106 — 1. ) 

Procedures concerning pernrissible inspection of certain Federal 
tax returns filed under the Internal Revenue Code of 1954 and 
procuring copies thereof by State governments. 

SEC TION 1. PURposE. 
The purpose of this Revenue Procedure is to set forth the, pro 

cedures relating to (1) the inspection by State governments of certain 
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Federal tax returns and related documents filed uiider the Internal 
Revenue Code of 1054, (2) the furnishing to State governments of 
copies of such returns and clocuments, and (3) the furnishing to 
State governments of abstract data from such returns and documents. 

SEC. 2. AUTIIORITY To INSPIICT. 

. 01 By virtue of sections 301. 6103(a) — 1(d), 301. 6103(b) — 1, and 
301. 6106 — 1 of the Regulations on Procedure and A. dministration pub- 
lished in Treasury Decision 6543, C. B. 1061 — 1, 671, and Treasury 
Decision 6546, C. B. 1061 — 1, 682, the Commissioner of Internal Revenue 
may, upon application by the Governor of a State, open certain Fed- 
eral tax returns to certain State tax oflicials, bodies, or commissions 
for certain State and local purposes depending upon the type of 
Federal tax return of which inspection is requested. 

. 02 Returns which may be open to inspection and the respective 
State tax oflicials, bodies, or commissions by whom or which inspec- 
tion may be made are set forth in this Revenue Procedure. 
SEC. 3. INSPECTION OF RETURNS MADE IN RESPECT OF THE TAXES 

IMPosKD PY CHAPTER 5, CHAPTER 11, CHAPTER 12, CHAI-iER 23, 
CHAPTER 3 ~, SU13cHAPT(ERs B) C) AND D oF CIIAPTER 33) AND 

SUBCHAPTER B OF CHAPTER 37 OI' THE CODE. 

Under authority of section 301. 6103(a) — 1(d) of the Regulations, 
the Commissioner, upon application by the Governor of the State as 
specified in section 3. 04, may grant permission for inspection of cer- 
tain returns by the respective State tax oflicials and for the respective 
purposes set forth in this section. 

. 01 Estate and gift tax retnrn8. — Returns and notices in respect 
of estate tax imposed by Chapter 11 of the Code and returns in re- 
spect of gift tax imposed by Chapter 12 of the Code may, in the 
discretion of the Commissioner or his delegate, be made available 
for inspection by any properly authorized oflicial, body, or commis- 
sion, lawfully charged with the administration of any tax law of a 
State, for the purpose of such administration, provided like coopera- 
tion is given by the State with respect to inspection of returns of 
estate, inheritance, legacy, succession, gift, or other tax of tlie State 
for use of the Commissioner and his representatives in the administra- 
tion of the Federal tax laws. 

. 02 Unemployment tax return8. — Returns in respect of the unem- 
ployment tax imposed by Chapter 23 of the Code may, in the discre- 
tion of the Commissioner or his delegate, be made available for inspec- 
tion by any properly authorized oflicial of a State provided (a) such 
State has a law certified to the Secretary of the Treasury as having 
been approved in accordance with section 3304 of the Code and (b) 
the inspection is solely for the purpose of administering such law. 

. 03 Excise tax returns. Returns in respect, of excise t~axes imposed 
by Chapter 5 of the Code (tax on transfers to avoid income tax); 
Chapter 32 of the Code (manufacturers excise taxes); subchapters B, 
C, and D of Chapter, '38 of the Code (communications tax, transporta- 
tion taxes, and tax on safe deposit boxes); and subchapter B of 
Chapter 37 of the Code (tax on coconut and palm oil) may, in thc 
discretion of the Commissioner or his delegate, be made available for 
inspection by any properly authorized oflicial, body, or commission, 
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lawfully charged with the administration of any tax law of the State, 
for the purpose of such administration. 

. 04 Applications for inspection. 
1 In general. — Application for the inspection provided for in 

sections 8. 01, 8. 02, and 3. 0'3 shall be made in writing, signed by the 
Governor of the State, and addressed to the Commissioner of 
Internal Revenue, Washington 25, D. C. The applications for the 
respective types of returns sha11 sta~te the following: 

a The title of the official, body, or commission by ivhom or 
which inspection is to be made; 

b A specific reference to the law of the State which such 
oScial, body, or commission is charged with administering 
and the law under which he or it is so charged, ' 

c The purpose tor which the inspection is to be made; and 
d If the inspection of an estate or gift tax return is re- 

quested, the fact, that the State gives hke cooperation ivitli 
respect to the inspection of returns of an estate, inheritance, 
legacy, succession, gift, or other tax of the State, for use of 
the Commissioner or his representatives in the administration 
of' the Federal tax laws. 
Procedure as to returns jledin the internal revenue district 

toithin or including the State reguesting inspection. 
a General inspection. — Upon application, permission may 

be granted for general inspection of the returns of the taxes 
specified in sections 8. 01, 8. 02 and:3. 0, '3 which are filed in the 
district within or including such State. If such general in- 
spection is desired, the application made to the Commissioner 
in accordance with section 8. 041 shall include a statement that 
general inspection is desired of a specified class or classes of 
ieturns (for example, estate tax returns, gift tax returns, 
etc. ). Permission granted to a State for the general inspec- 
tion provided for in this subdivision shall, except as herein- 
after provided in the case of unemployment tax returns, con- 
tinue in efi'ect until such time as the Commissioner by written 
notice to tlie Governor of the State provides that such inspec- 
tion will be permitted only on the basis of periodic applica- 
tion therefor. Permission for general inspection of unem- 
ployment tax returns will terminate without notice at such 
time as the State ceases to have a law certified to the Secretary 
as having been approved in accordance with section 3'304 of 
the Code. The Governor of the State shall supply in writing 
to tlie District Director of Internal Revenue, with whom the 
returns to be inspected were filed, a list of the names of the 
individuals designated to niake the inspection on behalf of 
the official, body, or commission named in the application to 
the Commissioner, and shall keep such list current by ap- 
propriate deletions or additions as may be necessary. 

b Inspection of specific returns. Permission granted pur- 
suant to section 8. 042a for general inspection of returns of a 
particular tax includes permission to inspect specifically 
identified returns of such tax ivhen desired. However, if a 
State is interested only in examining certain returns of par- 
tinilar taxpayers, the application for inspection of such 
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returns shall be niade in writing to the Commissioner as 
provided in section 8. 041 and in addition to the information 
outlined in. such sul&~iaragraph sh:ill state the n;ime and 
address of e;icli taxpayer whose return or returns it is desiied 
to inspect, the kiiid of taz reported on each such return, tlie 
taz;ible period covereil by such return, and the naines of the 
individuals designated to make the inspection on belialf of 
the official, body, ur commission named in the;ipplication. 

8 I'»tuins filedin othe' i«. i»runic»i»i«i»iliitii»l~. — Inthecase 
of returns filed in an internal revenue district other than one 
ivithin or including the State requesting inspection, permission 
for inspection proiided in sections 8. 01, 8. 02 and 8. 03 will be 
granted only with respect to specifically identified returns. The 
application for such inspection shall be made to the Commissioner 
as provided in section, ~. 04'&a and, in:iddition to the information 
outlined therein and section 8. 042)& shall specify the internal reve- 
nue district or ofEce in ivhich the returns to be inspected are 
believed to have been filed. 

. 05 1'ime and pluce of in'»ct~'on. — A convenient time and place 
for the inspection of returns will be arranged by the internal revenue 
officer (District, Director or Director of International Operations) 
with whom the returns were filed. The inspection ivill be permitted 
only in the presence ot an internal revenue ofEcer or employee a»cl 
only in an ofEce of the Intern;il Revenue Service during the regular 
hours of business of such ofEce. 

SEC. 4. IXsl'KOTIOX OF ( ORPOR ITION RETERXs Ol' IXOOME T. iz OR 

UNEMPLOYMENT T ix. 
. 01 Under the provisions of sections 801. 6103(b) — 1(a) and 

301. 6106 — 1 of tlie regulations, the proper tax officers of a State shall 
have access, upon application made in accordance ivith the. provisions 
of this paragra, ph, to the returns filed by any corporation with re- 
spect to the taxes imposed by chapters 1, 3, and 6 of the Code and 
ivith respect to the unemployment taz imposed by chapter 98 of the 
Code, or to abstracts of sucli returns. Application for access to the 
returns of any corporation, or abstracts thereof, shall be in writing, 
signed by the Governor of the State. and addressed to the Commis- 
sioner of' Internal Revenue, AVashington 25, D. C. Tlie application 
shall set forth tile reason ivhy access is desired; tile names and official 
positions of the ofEcers designated to lrave such access; and, with 
respect to each return to which access is desired, the name and address 
nf the corporation filing the return, the kind of tax (income taz or 
unemploy. ment taz) reported on the return, and the taxable year cov- 
ered by the return. 

. 02 Time an»j place of inspection. — The internal reveliue officer, 
District Director, or Director of International Operations, with Ivhom 
the returns were filed is authorized to make such returns available in 
accordance with permission granted by the Commissioner. Sucli of- 
ficer shall set a convenient, time and place for the inspection. The 
inspection will be permitted only in the presence of an internal revenue 
ofEcer or employee and only in an ofEce of the Internal Revenue Serv- 
ice iluring the regul, ir hours of business of such ofEce. 
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. 06 In addition to the inspection provided for in this section, 
corporation returns of income tax or unemployment tax may be made 
available upon proper application, respectively, under the provisions 
of section 3 ( with respect to unemployment tax returns) and section 5 
(with respect to corporation income tax returns) of this Revenue 
Procedure. to properly authorized State oScials, and upon the condi- 
tions and for the purposes respectively set forth in these sections. 

SEC. 5. IxsrFcrioN or I+COME Tax RETURNS. 

. 01 In general. — Under the provisions of sections 301. 6108 (b) — 1 (b) 
of the regulations, income tax returns filed with respect to the taxes 
imposed by ch«, pters 1, 2, 8, and 6 of the Code shall, upon application 
made in accordance with the provisions of this paragraph, be open to 
inspection by any ofFicial, body, or commission, lawfully charged ivith 
the administration of any State. tax law or any properly designated 
representative of such olFici;il, body, or commission, if the inspection 
is for the purpose of such administration or for the purpose of obtain- 
ing intormation to be furnished to local taxing «uthorities as provided 
in section 6103(b) (2) of the Code. The application shall be made in 
writing and signed by the Governor of the State and shall be 
addressed to the Commissioner of Internal Revenue, AVashington 25, 
D. C. The application shall state the following: 

1 The title of the oKcial, body, or commission by whom or 
which the inspection is to bc made; 

2 A specific reference to the State tax law which such oflicial, 
body, or commission is charged with administering and the law 
under ivhich he or it is so charged; 

The purpose for which the inspection is to be made; and 
4 If the inspection is for the purpose of obtaining information 

to be furnished to local taxing authorities, (1) the title of the 
o%ci«l, body, or commission of each political subdivision of the 
State, lawfully charged ivith the administration of the tax laws of 
such political subdivision, to whom or to which the information 
secured by the inspection is to be furnished, and (2) the purpose 
for which the information is to be used by such ofBcial, body, or 
commission. 

. 02 Procedure as to returns pZed in the internal revenue district 
toithin oi i ncluding the State re&guestinginspection. 

1 General inspection. — Permission may be granted by the Com- 
missioner to any St;it&. for general inspection of returns of the t«xes 
imposed by chapters 1, 2, 8, and 6 of the Code which are filed in an 
internal revenue district within or including such State. If such 
general inspection is desired, the application made to the Conimis- 
sioner in accordance with section 5. 01 shall include a statement that 
gciiei«l inspection is desired of returns filed in the internal revenue 
district or districts within or including the State with respect to the 
taxes imposed by chapters 1, 2, 8, and 6 of the Code. Permission 
granted for the general inspection provided for in this subparagraph 
shall continue in efFect until such time as the Commissioner by written 
notice to the, Governor of the State provides that such inspection will 
be permitted only on the basis of periodic applications therefor. 
The Governor shall supply to the district, director with whom the 
returns to be inspected were filed, & written list of the names of t]ie 
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individuals designated to make the inspection on behalf of the O%cial, 
body, or commission named in the application to the Commissioner, 
and shall keep such list current by appropriate deletions or additions 
as may be necessary. 

Inspection of speci jc returns. — Permission for the general inspec- 
tion provided in section 5. 021 of this section includes permission to 
inspect a specifically identified return when desired. However. a 
State interested only in examining the returns of particular tax- 
payers mav inspect, such returns on written application therel'or to 
the Commissioner. The application in such &ase shall state, in addi- 
tion to the information outlined in section 5. 01 the name and adclress 
of each taxpayer whose return or returns it. is desired to inspect, the 
taxable year covered by each such return, and the names of the indi- 
viduals designated to make the inspection on beh;ilf of the o%cial, 
body, or commission named in the application. 

. 03 Procedure as to return. s fled in otMr intern+i revenue dis- 
tsicts. In the case of returns filed with the Director of International 
Operations or in an internal revenue district other than one within 
or including the State requesting the inspection, permission for the 
inspection provided for in section 5. 01 will be granted only with 
respect to specifically identified returns. The application for such 
inspection shall be made to the Commissioner as provided in section 
5. 01 and, in addition to the information outlined therein and in 
section 5~092 shall specify the internal revenue district or office in 
which the returns to be inspected are believed to have been filed. 

. 04 Time and p/ace of inspection. The internal revenue o%cer, 
District Director, or Director of International Operations, with whom 
the returns were filed is authorized to ma, ke such returns available 
in accordance with permission granted by the Commissioner. Such 
o%cer shall set a convenient time and place for the inspection. The 
inspection will be permitted only in the presence of an internal 
revenue officer or employee and only in an o%ce of the Internal 
Revenue Service during the regular hours of business of such o%ce. 
SEG. 6. INSPEGTIDN oF RETUliNs STQRED IN FEDERAL REGCRDs CENTERs. 

District Directors may not authorize inspection by State tax o%cers 
at Federal records centers of tax returns stored in such centers. How- 
ever, if the State lias previously been granted authorization for in- 
spection of returns by the Vzational 0%ce and certain of these returns 
are stored in a Federal records center, the State should be permitted 
to inspect these returns in the district o%ice, only on a name by name 
basis after the returns have been requisitioned and obtained from the 
Federal records center. 
SEC. 7. DOCVMENTS AND INFORMATION WHICH MAY BE INsPECTED. 

. 01 State tax o%cers authorized previously to inspect returns may 
also inspect information returns, schedules, etc. , designed to be supple- 
mental to or to become a part of the returns as well as certain records 
and reports relating to returns, as follows: 

1 Schedules, intormation returns, protests, briefs, waivers, 
and other statements or documents designed to be supplemental 
to or to become a part of the return, may be inspected. 

Examiners' reports may be inspected to the extent that such 
reports have previously been furnished to the taxpayer; there- 
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fore, the transmittal letter portion of a revenue agent's report, 
or a separate confidential report, which contains information for 
Service use only, may not be inspected. 

8 Conference reports may not be inspected, with the exception 
of the pages showing recomputation of tax liability. 

4 Work papers of. examiners, engineers' reports, cover letters 
of the reports in which opinions are expressed, reports of special 
agents and interofFIce communications may not be inspected unless 
specific authorization is given by the Commissioner. 

Inspection of claims for refund will be limited to the face 
of the claim only, since the back of the claim contains Service 
records. 

6 Typed copies of ofFIce copies of certiFIcates of overassessment 
may be furnished; no photostatic copies of certiFIcates of over- 
assessment may be made. 

SEC. 8. COPIES' ABSTRACTS) OR TRANSCRIPTS OF RETURNS. 

. 01 Any OScial, body, or commission lawfully charged with the ad- 
ministration of any State tax law, or any properly designated repre- 
sentative of such ofFicial, body, or commission, by whom or which in- 
spection of a return may be permitted under sections 801. 6108 (a) and 
801. 6108(a) — 9, 801. 6108(b) — 1 and 801. 6106 — 1 of the regulations, may 
be furnished with a copy of such return upon request. 

, 02 If the request for a copy of a return is Inade other than at the 
time of inspection of such return by the applicant, the request shall 
be in writing, shall adequately identify the return, a copy of which 
is desired, and shall be accompanied by satisfactory evidence that the 
applicant is a State tax OQicial authorized to inspect the return. 

. 08 If the State tax OScial has been authorized by the Commis- 
sioner to inspect the return, either through permission for general 
inspection or permission to inspect a specific return, the application 
for the copy should be submitted to the District Director, or the 
Director of International Operations, with whom the return was filed, 
identifying the return or returns of which a copy is desired. 

. 04 In all other cases, the application shall be made in writing; 
signed by the Governor of the State addressed to the Commissioner of 
Internal Revenue; shall comply with the respective requirements set 
forth in this procedure governing applications for permission to 
inspect specific returns; and shall include a request that a copy be 
furnished. 

. 05 Request may be made for either or both inspection or a copy 
of a return. 

SEC. 0. PROCEDURE FOR FURNISIIING SERvICES. 
. 01 District Directors, upon authorization by the Commissioner, 

will provide the necessary inspection, copying, abstract, or transcript 
service with respect to those returns which are filed in their districts. 

. 09 When a State is authorized to inspect returns in a District 
oflice, the State generally will be advised that it will be necessary 
for the State to contact the District Director to determine when the 
returns and related documents will be available for inspection, copy- 
ing, abstract. , or transcript service. District Directors should cooper- 
ate fully with properly designated State tax ofFIcers and arrange 
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mutually convenient dates for the inspection of, or the obtaining of 
information from, returns and related documeiits. Care should be 
taken that any dates arranged mill not interfere ivith the normal How 
of returns during filing periods, or interrupt investigative or admin- 
istrative processes involving active use of returns and related 
documents. 

. 03 District Directors may also receive from the National OfIice, 
from time to time, lists of names, addresses, taxable periods involved, 
and classes of returns, with instructions to furnish copies of the 
returns and related documents, or abstracts or transcripts of informa, — 

tion therefrom, ivhen they are available, to designated State officials. 

SEG. 10. STATE Al iTRAG T oR TRANscRIPT SERVIOEy CHARGEsy AND 

STATEMENTS OI' ACCOIINT. 

. 01 States ivill be required to provide forms upon which such 
abstracts or transcripts are to be furnished. They mill be forwarded 
periodically to the State tax commission or similar body which 
requested the service. 

. 02 Charges for State abstract or transcript service v-ill be at the 
rate of $2. 50 per hour. 

. 03 Charges tor copies of returns and certifiications furnished to 
States ivill be made as folloivs: 

1 For each copy of a return or other document, 50 cents a 
page. 

For each copy of Forin 1040A, or a return or other docu- 
ment of similar size, a charge of 50 cents each ~vill be made, even 
though both sides of the document are furnished. 

3 For each copy of a page ivhich is substantially larger than 
the size used in tlie largest Income tax returns, the basic rate of 
50 cents per page niav be increased in proportion to the size (in 
multiples of 2o cents) to such amount that appears reasonable 
under the circumstances. 

4 For each certification, 50 cents. 
5 No charges ~vill be niade pursuant to this Revenue Proce- 

dure for abstr~acts of inforination ivhich are furnished to States 
pursuant to special cooperative agreements betiveen the States 
and the Federal Government for the mutual exchange of tax 
information. 

SE&. 11. TERMS I. SED. 

References to the district or oflice in ivhich a return is filed shall, 
for the purposes of applications for inspection and the inspection, 
mean the district or office having ofiicial custody of the return. If it 
is believed that the district or OSce ivhere the return was filed is dif- 
ferent, froni the district or o%ce having OScial custody, applications 
made in accordance ivith this procedure should include statements 
to that efFect, specifying the several locations. 

SEO. 1o. CRoss RErrRENcxs. 
For procedures relating to inspection by States of returns filecl 

under the Internal Revenue Code of 1939, see Rev. Rul. 54 — 340, C. B. 
1054 — 2, 122. See also Rev. I'roc. 58 — 15, C. B. 1958 — 2, 11'0, inodifying 
Rev. Rul. 54 — 340, for charges for abstracts or copies of such returns 
and documents. 
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26 CFR 601. 203: Ofiers in compromise. Rev. Proc. 62 — 19 
(Also Part I, Section 7122; 301. 7122 — 1. ) 

Jurisdiction of District Directors of Internal Revenue and Re- 
gional Counsel with respect to the processing and disposition of 
certain offers to compromise tax liabilities under $'. &0, 000 and certain 
specific penalties. 

Revenue Procedure 00 — 22, C. B. 1000 — 2, 002, amended. 

SKc. 1. PURI GSE. 

The purpose of this Revenue Procedure is to make known the exten- 
sion of authority to District Directors and Regional Counsel ivith re- 
spect to the acceptance of certain ofiers to compromise tax liabilities 
under $50, 000 and specific penalties. 
SKC. 2. BACKGROUND. 

Revenue Procedure 60 — 22, C. B. 1960 — 2, 992, sets forth the jurisdic- 
tional alignment pertaining to the investigation and consideration of 
ORers in compromise and outlines proceclures established to imple- 
ment Delegation Order No. 11 (Revised), C. B. 1960 — 2, 919, authoriz- 
ing District Directors to accept certain otFers to compromise tax liabili- 
ties under $25, 000 and specific penalties. 
SKC. 3. EXTKNSION OF DKLKGATKD AUTHORITY — SCOPE AND LIMITA- 

TIONS. 

Undei Delegation Order No. 11 (Rev. 2), C. B. 1962 — 1, 396, issued 
December 29, 1961, District Directors, subject to the limitations con- 
tained in applicable regulations and procedures, are delegated au- 
thority, under section 7122 of the Internal Revenue Code of 1954, to 
accept OQ'ers to compromise tax liabilities under $50, 000 and specific 
penalties. By direction of the Chief Counsel, ordered December 29, 
1961, the Regional Counsel is also authorized to perform his prescribed 
legal functions in connection with the consideration and processing 
of accepted otfers to compromise t;ix liabilities under $50, 000 and 
specific penalties, Except for the extension of authority delegated to 
District Directors and Regional Counsel, the procedures, jurisdictional 
alignment and limitations set forth in Revenue Procedure 60 — 22 
remain unchanged. 
SEc. 4. EFI'KcT oN OTHER DocUMKNTs. 

Revenue Procedure 60 — 22 is amended to refiect the extension of au- 
thority delegated to District Directors and Regional Counsel with re- 
spect to the acceptance of ofi'ers to compromise liabilities from under 
$25, 000 to under $50, 000. 
SKc. 5. EFFEGTIVE DATE. 

Tliis Revenue Procedure is effective January 1, 1962. 
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26 CFR 601. 801: Imposition of taxes, 
qualification requirements, and 
regulations. 

(Also, Part III — A, Section 5275; 911. 971. ) 
Procedures to be followed by users of specially denatured spirits 

in preparing annual reports on I&'orm 1482, User's Report of De- 
natured Alcohol or Rum (Rev. 1 — 62), in accordance with the con- 
templated revision of the form. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to furnish instructions 
for modifying the present Form 1482, User's Report of Denatured Al- 
cohol or Rum (Rev. 1 — 62), in order to siinplify the preparation of the 
annual report. Form 1482 is being revised but will not be available 
for use in preparing annual reports for the fiscal year 1969. 
SEC. o. PROCEBURE. 

. 01 Preparation of annual reports by permitteed toho atdo pe 
monthly reports. — Cumulative totals for the fiscal year mill be entered 
in column (g) of Part I, lines 1 through 18 of thc form. The heading 
of the column will be appropriately modified to read 'C»ninlative 
Total. " Xo entries need be made in columns (a) through (f), Part I, 
of the annual report, ;i»d no entries are required in Part II. It will 
still be necessary to complete all columns of Parts I, II, and III of the 
monthly reports. 

. Oo Preparation of annual and monthly reports by aP perrnittee8. — 
The entry at line 19, Part III, "Total Since July 1, " may be omitted. 
Line 10 or Part III has been eliminated on the revised Form 1489. 
All of the other entries required in Part III must be made. A single 
entry will be made for the total quantity of alcohol of one formula 
used under one code number. 

SEC. 3. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to its num- 
ber and be addressed to the 0$ce of the appropriate Assistant Re- 
gional Commissioner, Alcohol and Tobacco Tax. 

r Based on Industry Circular No. 62-21, dated Jane 11, 1962. 
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(Also Part 1, Section 167; 26 CFR 1. 167(a) — 1. ) Rev. Proc. 62-~1 ' 

New guidelines and rules for depreciation 

SUMMARY 

Part I: Guidelines for Depreciation. 
Group One: Guidelines for Depreciable Assets Used by Business 

in General. 
Group Two: Guidelines for Nonmanufacturing Activities, Excluding 

Transportation, Communications, and Public Utilities. 
Group Three: Guidelines for Manufacturing. 
Group Four: Guidelines for Transportation, Communications, and 

Public Utilities. 
Part II: Description of Procedures To Be Followed in Examining De- 

preciation Deductions. 
Part III: The Reserve Ratio Table and the Adjustment Table for Class 

Lives and Instructions for Their Use. 
Table I: Rate of Growth Conversion Table. 
Table 2: Reserve Ratio Table: 

Section I: Straight Line Method of Depreciation. 
Section II: Double Declining Balance Method of Depreciation. 
Section III: Sum of the Years-Digits Method of Depreciation. 
Section IV: 150 Percent Declining Balance Method of Deprecia- 

tion, 
Table 3: Adjustment Table for Class Lives. 
Appendixes: 

I. Formulae Used in Calculating Reserve Ratios and the 
Reserve Ratio Range. 

II. Questions and Answers. 

a Amendment I, published in I. R. B. 19G2 — 4G, 23, making various changes in Part 1 has 
been incorporated herein; this amendment mas released as Technical Information Release 
405, dated October 19, lbs2. The tables in Part III, beginuing at page 444, mere pub- 
lished as Announcement G2 — 82, I. R. B. 1982 — 38, 12. They supersede the illustrative 
tables published as part of Revenue Procedure 02 — 21, I. R. B. 1982 — 30, G, at page 32. 



PART I. — GUIDELINES FOR DEPRECIATION 

Group One: Guidelines for Depreciable Assets Used by Business 
in General 

l. OIIice Furniture, Fixtures, Machines, and Equipment 10 years 
Includes furniture and text»res which are not a structural component 

of the building, and machines and equipment used in the preparation 
of papers or clata. I»cl»des such assets as desks; files; safes; type- 
wnters; accounting, calculating and data processing machines; com- 
munications, duplicating and copying equipment. 

2. Transportation Equipment 
I»el»des the following types of transportation equipment: 
(a) Ai&craft (ai& frames and engines, except aircraft of air trans- 

por t companies) 6 years 
(b) Automobiles, zncludzng taxi~ 3 years 
(c) Buses 9 years 
(d) General-purpose trucks: 

Light (actual unloaded v eight less tlran 13, 000 pounds) 4 years 
He~avy (actual unloaded weight, 18, 000 pounds or more) 6 years 

(e) Eaziroad cars (except cars of railroad companies) 15 years 
(f) Tractor units (over-the-road) 4 years 
(g) Trazlers and tI ailer-mounted containers 6 years 
(lz) Vessels, barges, tugs and similar mater transportation 

equi pment 18 years 

3. Land Improvements 20 years 
Includes land improvements such as paved surfaces, sidewalks, 

canals, waterways, drainage facilities and sewers, v harves, bridges, all 
fences except farm fences, landscaping, shrubbery and similar im- 
provements. Includes agricultural land improvements not classified 
as soil and water conservation expenditures under the Internal Revenue 
Code of 1054. 

Excludes land improvements which are the major asset of a business, 
such as cemeteries or golf courses. The depreciable life of such land 
improvements shall be determined according to the particular facts 
and circumstances. 

Excludes land improvements of electric, gas, steam, and water 
utilities; telephone and telegraph companies; and pipeline, water, 
and rail carriers. (These improvements are covered under Group 
Four. ) 
4. Buildings 

Includes the structural shell of the building and all integral parts 
thereof. Includes equipment which services normal heating, plumb- 
ing, air conditioning, lire prevention and power requirements, and 
equipment such as elevators and escalators. 

Exclucles special-purpose structures which are an integral part of 
the production process and which, under normal practice, are replaced 
contemporaneously with the equipment which they house, support or 

(419) 
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serve. Nonindustrial and general-purpose industrial buildings, such 
as warehouses, storage facilities, general factory buildings and com- 
mercial buildings, are not special-purpose structures. special-pur- 
pose structures shall be classified with the equipment which they house, 
support or serve, and their depreciable lives determined by reference 
to the appropriate guidelines for the particular industries. 

Type of Building 
Apartments 
Banks 
Dwellings 
Factories 
Garages 
Grain Elevators 
Hotels 
Lof t, Buildings 
Machine Shops 
Once Buildings 
Stores 
Theaters 
Warehouses 

40 years 
50 years 
45 years 
45 years 
45 years 
60 years 
40 years 
50 years 
45 years 
45 years 
50 years 
40 years 
60 years 

5. Subsidiary Assets ' 
Includes equipment such as jigs, dies, molds, and patterns; return- 

able containers and pallets; crockery, glassware, linens, and silver- 
ware; and other subsidiary assets wliich are commonly atnd properly 
accounted for separately from those assets falling within the guide- 
line classes in Group Two, Three, or Four. 

Where assets in this class are accounted for under a method of 
depreciation using a life expressed in terms of years, ' the life shall 
be determined according to the facts and circumstances. 

Group Two: Guidelines for Nonmanufacturing Activities, Exclud- 
ing Transportation, Communications, and Public Utilities 

In general, a single guideline class is specified for each industry 
included in this group. This single guideline class includes all de- 
preciable property that is not covered by another guideline class. 
Thus, a single industry guideline class includes production machinery 
and equipment; power plant machinery and equipment: special equip- 
ment; and special-purpose structures (as defined in guideline class 4 
under Group One) . 

YVhere more than one guideline class is specified for a particular 
industry, each guideline class covers that portion of the total deprecia- 
ble property appropriate to the class. 

The guideline classes in this group exclude depreciable assets cov- 
ered under Group One. 

' Amendment I, published, in I. R. Bi. 1962 — 46, 23, making various changes in Part 1 has 
been incorporated herein; this amemlment veau released as Technical Information Release 
406, dated October 19, 1962. 

x These items are more usually and properly accounted for under a method of account- 
ing other than a method of depreciation using a life expressed in terms of years. The 
method used by the taxpaler may be continued if it is consistently used and clearly 
reflects income. It should be noted that the cost (or other basis) of any asset used in a trade or business and having a useful life of one year or less may be deducted currently 
and is not subject to depreciatiou. 



421 

1. A griculture 
Includes commercial farms and ranches, agricultural and horti- 

cultural services and forestry e»ter prises. 
Excludes logging and sawrnilling. 
(a) illachinerng and L&'guipment 10 years 
Includes machinery ancl eqiiipment usecl in the production of crops 

and livestock and in the on-far»i processing of feeds. Includes fences, 
but excludes other land improvements. 

(b) Ani&nais 
(';ittle, breeding or dairy 7 yeais 
IIorses, breeiling or work 10 year s 
Hogs, breeding 8 years 
Sheep and goats, breeding 5 years 

Depreciable lives of animals not, inclucled in these guideline 
classes, such as race horses and fur-bearing animals, shall be 
determined according to the particular facts and circumstances. 

(c) 1'rees and Vines 
1ncludes trees and vines producing nuts, fruits and citrus crops. 
Due consideration shall be given in each producing region to the 

geographic, climatic, genetic, economic and other factors which 
determine depreciable life. 

(d) Farm Buildings 25 years 
2. Contract Construction 

Includes general building, special trade, heavy construction and 
marine contractors. 

(a) General Contract Construction 5 years 
Excludes assets used only in marine contract construction. 
(b) l1larine Contract Construction 12 years 
Includes assets used only in marine contract construction. 

3. Fishing 
Includes the commercial catching or taking of fish and other aquatic 

animals and plants. 
Due consideration. shall be given in each segment of the industry 

and in each geographical location to the relevant economic, climatic 
and other factors which determine depreciable life. 
4. Logging and Sau&milling 

Includes the cutting of timber and the sawing of dimensional stock 
from logs. 

(a) Logging 6 years 
Includes log& ing machinery and equipment and road building 

equipment used by logging and sawmill operators on their own account. 
(b) Sau&mills 10 years 
(c) Portable Sau&mills 6 years 
Includes sawmills characterized by temporary foundations, and a 

lack or minimum amount of lumber-handling, drying& and residue- 
disposal equipment and facilities. 
5. Mining 10 years 

Includes the mining and quarrying of metallic and nonmetallic 
minerals and the milling, beneficiation and other prir»ary preparation 
of such materials. 
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Excludes the extraction and refining ot petroleum and natural gas 
and tlie smelting and refining of other minerals. 

6. Recreation and Arnusement 10 years 
Includes recreation, entertainment and amusement establishments, 

such as bowling alleys, billi;ird and pool establishments, theaters, con- 
cert halls, and amusement, parks. 

Excludes facilities whicli consist primarily of specialized land im- 
provements or structures, such as golf courses, swimming pools, tennis 
courts, sports stadia and race tracks. The depreciable life of such 
facilities shall be determined according to the particular facts and 
circumstances. 

7. Services 10 years 
Includes the providing of personal services such as those offered by 

hotels;ind motels, laundry and dry clea, ning establishments, beauty 
and barber shops, photo«raphic studios and mortuaries. Includes 
the providing of professional services such as those oA'ered by doctors, 
dentists, lawyers, accountants, architects, engineers, and veterinarians. 
Includes the providing of repair and maintenance services. 
8. Wholesale and Retail Trade 10 years 

Includes purchasing, selling and brokerage activities at both the 
wholesale and retail level and related assemblingy sorting and grading 
of goods. 

Group Three: Guidelines for Manufacturing 

In general, a sin«le guideline class is specified for each manufactur- 
ing industry, This single guideline class includes all depreciable 
property that is not covered by another guideline class. Thus, a 
single industry guideline class includes production machinery and 
equipment, ; power plant machinery and equipment; special equip- 
ment; and special-purpose structures (as defined in guideline class 4 
under Group One) . 

4Vhere more than one guideline class is specified for a particular 
industry, each guideline class covers that portion of the total depre- 
ciable property appropriate to the class. 

The guideline classes in this group exclude depreciable assets cov- 
ered uncler Group One. 
A Aerospace industry 8 years 

Includes the ma»ufacture of aircraft, , spacecraft, rockets, missiles 
and component parts. 
2. Apparel and Fabricated Textile Products 9 years 

Includes the manufacture of apparel, fur garments, and fabricated 
textile products except knitwear, knit products and rubber and leatlier 
apparel. 
8. Cement Manufacture 90 years 

Includes the manufact»rc of cement, . 
Excludes the manufacture of concrete and concrete products. 

4. Chemicals and Allied Products 11 years 
Includes the manuiacture of basic chemicals such as acids, alkalis, 

salts, and organic and inorganic chemicals; chemical products to be 



423 

used in further manufacture, such as synthetic fibers and plastics 
materials; and finished chemical products such as pharmaceuticals, 
cosmetics, soaps, fertilizers, paints and varnishes, explosives, and 
compressecl and liquefied gases. 

Excludes the manufacture of finished rubber and plastics products. 

5. Electrical Equipment 
(a) Elect~ical Equipment 12 years 
Includes the manufacture of electric household applicances, elec- 

tronic equipment, batteries, ignition systems, and machinery usecl in 
the generation and utilization of electrical energy. 

(b) Electronic Equipment 8 years 
Includes the manufacture of electronic communication, detection, 

guidance, control, radiation, computation, test ancl navigation equip- 
ment and components thereof. 

Kxcludes manufacturers engaged only in the purchase and assembly 
of coinponents. These manufa~cturers are included under guideline 
class 5(a). 
6. Fabricated Metal Products 12 years 

Includes the manufacture of fabricated metal products such as cans, 
tinware, hardware, metal structural products, stampings and a variety 
of metal and wire products. 
7. Food and Kindred Products Except Grain and Grain Mill Prod- 

ucts, Sugar and Sugar Products, and Vegetable Oil Prod- 
ucts 12 years 

Includes the manufacture of foods and beverages, such as meat, and 
dairy products; baked goods; canned, frozen and preserved products; 
confectionery and related products; and soft drinks and alcoholic 
beverages. 

Excludes the manufacture of grain and grain mill products, sugar 
and sugar products, and vegetable oils and vegetable oil products. 
8. Glass and Glass Products 14 years 

Includes the manufacture of Rat, blown, or pressed glass products, 
such as plate, safety and window glass, glass conta, iners, glassware 
and 

fiber 

g ass. 
Excludes the manufacture of lenses. 

9. Grain and Grain Mill Products 17 years 
Includes the manufacture of blended and prepared fours, cereals, 

feeds and other grain and grain mill products. 
10. Knituear and Knit Products 0 years 

Includes the manufacture of knitwear and knit products. 
11. Leather and Leather Products. 11 years 

Includes the manufacture of finished leather products, the tanning, 
currying and finishing of hides and skins, and the processing of. fur 
pelts. 
12. Lumber, Wood Products, and Furniture 10 years 

Includes the manufacture of lumber, plywood, veneers, furniture, 
mooring and other wood products. 



Excludes logging and sawmilling and the manufacture of pulp and 
paper. 
18. Machinery Except Electrical Machinery, Metalworking Ma- 

chinery, and Transportation Equipment 19 years 
Includes the manufacture of machinery such as engines and tur- 

bines; farm machinery; construction and mining machinery; food 
products machinery; textile machinery; woodworking machinery; 
paper industries machinery; compressors; pumps; ball and roller 
bearings; blowers; industrial patterns; process furnaces and ovens; 
office mac~hines; and service industry machines and equipment. 

Excludes the manufacture of electrical machinery, metalworking 
machinery, and transportation equipment. 

1A Metalworking Machinery 19 years 
Includes the manufacture of metal cutting and forming machines 

and associated jigs, dies, fixtures and accessories. 
15. Motor Vehicles and Parts 19 years 

Includes the manufacture of automobiles, trucks and buses and their 
component parts. 

Excludes the manufacture of glass, tires and stampings. 
16. Paper and Allied Products 

(a) Pulp and Paper 16 years 
Includes the manufacture of pulp from wood, rags and other fibers 

and the manufacture of paper and paperboard from pulp. 
Excludes paper finishing and conversion into cartons, bags, en- 

velopes, and similar products. 
(t ) Paper Fimi8hing and Conuerting 19 years 
Includes paper finishing and conversion into cartons, bags, envelopes 

and similar products. 
17. Petroleum and Natural Gas 

(a) Dri7iing, Geophy8ical and Field Services 6 years 
Includes the drilling of oil and gas wells on a contract, fee or other 

basis and the provision of geophysical and other exploration services. 
Includes oil and gas field services, such as chemically treating, 
plugging and abandoning wells and cementing or perforating well 
casings. 

Excludes integrated petroleum and natural gas producers which 
perform these services for their own account. 

(0) Exploration, Drivin and Production 14 years 
Includes the exploration, drilling, maintenance and production ac- 

tivities of petroleum and natural gas producers. Includes gathering 
ffipelines and related storage facilities of such producers. 

Excludes gathering pipelines and related storage facilities of pipe- 
line companies. 

(c) Petroleum Eeking 16 years 
Includes the distillation, fractionation, and catalytic cracking of 

crude petroleum into gasoline and its other components. 
(d) 3Iarketing 16 years 
Includes the marketing of petroleum and petroleum products. In- 

cludes related storage facilities and complete service stations. 
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Excludes petroleum and natural gas trunk pipelincs and related 
storage facilities. Excludes natural gas distribution facilities. 
18. Plastics Products 11 years 

Includes the manufacture of processed, fabricated and finished plas- 
tics products. 

Excludes the manufacture of basic plastics materials. 

19. Primary Metals 
Includes the smelting, reducing, icfining;ind alloying of ferrous 

and nonferrous metals from ore, pig or scra~p and tlie manuf'acture of 
castings, forgings and other basic ferrous and nonferrous metals 
products. 

(a) Fo! ro!!8, llrfrsls 18 years 
(b) Sonferrous . 1letab 14 years 

20. Printing and Publishing 11 years 
Includes printing, publishing, lit liographing and printing services 

such as bookbinding, typesetting, photoengraving, anil electrotyping. 
21. Professional, Scientific, and Controlling 1nstruments; 

Photographic and Optical Equipment; Watches and 
Clocks 19 years 

Includes the manufacture of mechanical measuring, engineering, 
laboratory and scientific research instruments; optical instruments 
and lenses; surgical, medical and dental instruments and equipment; 
ophthalmic equipment; photographic equipinent; and v atches and 
clocks. 
22. Railroad Transportation Equipment lo years 

Includes the building an&1 rebuilding of railroad locomotives, rail- 
road cars, and street, & ars. 

28. Rubber Products 14 years 
Includes the manufacture of finished rubber products and the re- 

capping, retreading and rebuilding of tires. 

24. Ship and Boat Building 12 years 
Includes the building, repairing and conversion of ships and boats. 

25. Stone and Clay Products Except Cement 15 years 
Includes the manufacture of structural clay products such as brick, 

tile and pipe; pottery and related products, such as vitreous-china, 
Includes permanent. or ~veil-established sawmills. 

plumbing fixtures, earthenware and ceramic insulating materials; 
concrete; asphalt building materials; concrete, gypsum and plastei 
products; cut and finished stone; and abrasive, asbestos and miscel- 
laneous nonmetallic mineral products. 

Excludes the manufacture of cement. 

26. Sugar and Sugar Products 18 years 
Includes the manufacture of ra~v sugar, sirup or finished sugar froze 

sugar cane or sugar beets. 



27. Textile lIIill Products Except Knituear 
(a) Tee ti le, Ilii/ Products, Excluding Finisli ing and Dye- 

cng 14 years 
Includes the manufacture of spun, woven or processed yarns and 

fabrics from natural or synthetic fibers. 
Excludes finishing and dyeing. 
(b) Finishing and Dyeing D years 
Includes textile finishing and dyeing. 

28. Tobacco and Tobacco Products 15 years 
Inclucles the manufacture of cigarettes, cigars, smoking and chew- 

ing tobacco and other tobacco products. 

29. Vegetable Oil Products 18 years 
Includes the manufacture of vegetable oils and vegetable oil 

products. 
80. Other manufacturing lo years 

Includes the manufacture of products not covered by other guide- 
line classes in Group Tl» ee, such as the manufacture of fount, ain pens 
and jewelry. 

Excludes property used in the manufacture of products for which 
this guideline is clearly inappropriate. The depreciable life of such 
property shall be determined according to the particular facts and 
circumstances. 

Group Four: Guidelines for Transportation, Communications, 
and Public Utilities 

Guideline classes specified for this Group include depreciable assets 
other than those for which guideline classes are providecl under Group 
One. Special-purpose structures (as defined in guideline class 1 under 
Group One) are included in this 0'roup. 

AVhere more than one guidelrne class is specified for a particula~ 
industry, each guideline class covers that portion of the total clepre- 
ciable property appropriate to the class. 

l. Air Transport 6 years 
Includes the commercial and contract carrying of passengers and 

freight. by air. 
2. Central Steam Production and Distribution o8 years 

Includes the production and distribution ot' stean& for sale. 
8. Electric Utilities 

Includes the production, transmission, and clistribution of elec- 
tricity for sale. 

(a) IXyclraulic production plant 50 years 
(5) LVuclear production plant 90 years 
(c) Steam production plant 28 years 
(d) Trans»~ission and distribution facie ti es 0 years 
Each guideline class includes the related lancl improvejnents. 
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4. Gas Utilities 
Inclucles the production, transmission, and clistribution of natural 

and manufactured gas for sale. 
(a) D~'str~bution fan7ities 85 years 
(t) . Vanufactured gas production pla~t 60 years 
(c) natural gas production plant 14 years 
(d) Trunk pipelines and related storage faci7ities 22 years 
Each guideline class includes the relatecl land improvements. 

$. Motor Transport — Freight 8 years 
Includes the commercial and contract carrying of freight by road. 

(Trucks, tractors and trailers are covered under guideline class 2 
of Group One. ) 
6. Motor Transport — Passengers 8 years 

Includes the urban and interurban commercial and contract carry- 
ing of passengers by road. (Automobiles, buses, and taxis are covered. 
under guideline class 2 of Group One. ) 
7. Pipeline Transportation 22 years 

Includes the private, commercial, and contract carrying of petro- 
leum, gas, and other products by means of pipes and conveyors. In- 
cludes trunk pipelines and related storage facilities of integrated 
petroleum and natural gas producers. 
8. Radio and Television Broadcasting 6 years 

Includes commercial radio and television broadcasting. 
9. Railroads 

Includes the commercial and contract carrying of passengers and 
f reight by rail. 

Excludes station and office builclings, ffoating equipment, storage 
warehouses, grain elevators, ancl other property classified in the fol- 
lowing Interstate Commerce Commission road accounts: (16), (56), 
(21), (22) (included uncler Group Otre). 

Excludes property classified in Interstate Commerce Commission 
road accounts (8) through (12) and road account (38). 

Excludes transportation equipment (guideline class 2 of Group 
One). 

(a) machinery and Eq'uipment 14 years 
Includes property classified in the following Interstate Commerce 

Commission accounts: 
Road accounts 

(2(i) Communication systems 
(27) Signals and interlockers 
(37) Roadway machines 
(44) Shop machinery 

Equipment accounts 
(51) Steam locomotives 
(52) Other locomotives 
(53) Fi eight-train cars 
(54) Passenger-train cars 
(57) Work equipment 
(53) iliscellaneous equipment 
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(8) Grading 
(5) Tunnels and subways 

(li) Structures ond similar improvements 30 years 
Includes property classified in the following Interstate Commerce 

Commission Road accounts: 
(6) Bri&lges, trestles, and culverts (20) Shops and enginehouses 
(7) Elevated structures (81) Power transmission systems 

(18) 1'ences, snowsheds, and signs (85) Miscellaneous structures 
(17) Roadway buildings (89) Public improvement. s con- 
(18) Water stations struction 
(19) Fuel stations 

(c) Grading and other right-oj-magimpro~ements 
Includes property classified in the following Interstate Commerce 

Commission road accounts: 
(1) Engineering 
(2r/q) Other right-of-way 

expenditures 

To the extent that the asset is depreciable, the life shall be deter- 
mined according to the particular facts and circumstances. 

(d) Wh&Jrtes and docks 20 years 
Includes Interstate Commerce Commission road accounts: 

(28) Wharves and docks (24) Coal and ore wharves 

(e) Potoer plant and equipment 
Includes Interstate Commerce Commission road accounts: 

(29) Power plant (45) Power plant machinery 

Electric generating equipment 
Elydraulic 50 years 
Nuclear o0 years 
Steam 28 years 

Steam, compressed air, and other power plant and equip- 
ment 28 years 

l0. Telephone and Telegraph Communications 
Includes the providing of commercial and contract telephonic and 

telegraphic communication services. 
Depreciable lives or depreciation rates established by the Federal 

Communications Commission and other governmental regulatory 
agencies are to be used in the computation of depreciation for tax pur- 
poses on all assets including assets covered under Group One. 37here 
clepreciable lives or depreciation rates have not been established by 
any governmental regulatory agency, depreciable lives shall be deter- 
mined according to the particular facts and circumstances. 
ll. Water Transportation 20 years 

Includes the commercial and contract carrying of freight and pas- 
sengers by water. (Vessels, barges, tugs and similar water trans- 
portation equipment are covered under guideline class 2 of Group 
One. ) 
12. Water Utilities 50 years 

Includes the gathering, treatment, and commercial distribution. of 
water. 



PART II. — DESCRIPTION OF PROCEDURES TO BE FOL- 
LOWED IN EXAMINING DEPRECIATION DEDUCTIONS 

SzcTIoiv 1. Ix Grcxvil. ir. . 
Section 167 of the Internal Revenue Cocle of 105-1 allows as a deduc- 

tion in computing tax;lble income a, reasonfible allowance for depre- 
ciation of property used in a trade or business or of property held for 
the production of income. The purpose of the allowance is to permit 
taxpayers to recover through annual cleductions the cost (or other 
basis) of the property over its useful economic life. 

The cletermination of the useful economic life of an asset is a matter 
of judgment. ancl estimate. For this reason, it is the policy of the 
Internal Reve»»e service gener;illy not, to clisturb depreciation deduc- 
tions. Therefore, adjust»rents in the depreciation deduction should 
not be proposed unle s there is a clear and convincing basis for a 
ch;iilge. The procedures set forth herein are to be followed in deter- 
mining whether there is a clear and convincing basis for a change. ' 
These procedures are designed to provide taxpayers with a greatel 
degree of certainty in deter»Iining the amount of their depreciation 
decluctions ancl to provide greate~r uniformity in the audit of these 
deductions by the Internal Revenue Service. 

These procedures will be used in connection with examinations of 
income tax returns the clue date for the filing of which is on or after 
, July 12, lc)62 (without regard to extensions of time). ' These proce- 
dures apply with respect to depreciation of assets acquired before 
the effective date of this Revenue Proceclure as !veil as to depreciation 
of assets acquirecl after that date. FIowever, any taxpayer has the 
option of having the depreciation claimed with respect to his various 
ite»l or multiple-asset accounts examined individually under presently 
established procedures, witliout. regarcl to this Revenue Procedure. 

' Since the prescribed guideline lives are ezpressed in terms of years, the procedures set 
forth herein cannot be applied to assets depreciated under the unit-of-production, machine- 
hour, or similar methods of depreciation. If anv asset in a guideline class is depreciated 
under one ot these methods, these procedures are not applicable to that guideline class. 
Whether depreciation claimed by the taxpayer with respect to that guideline class is 
reasonable mill continue to be determined under Revenue Rulings 90 and 91, C. B. 1953 — 1. 
43, 44. However. if a taxpayer using one of these methods changes to a useful-life method 
(ezpressed in terms of !ears) of computin depreciation for taz purposes in filing his in- 
come taz return for the first tazable year to which this Revenue Procedure applies or for 
the first taxable year ending on or after July 12, 1962, he mill be deemed to have filed a 
timelv application for consent to make such a change and such consent is hereby granted, 

-' This Revenue Procedure does not apply with respect tn examinations of depreciation 
claimed for taxable years for which returns svere due to be filed before July 12, 1962, 
The ezamination of depreciation claimed for such taxable vears will be made in accordance 
with Revenue Rulings 90 and 91, C. B. 1953 — I, 43, 44. Iroreover, the guideline lives set 
forth in Part I of this Revenue Procedure will not be regarded as evidence of the appro- 
priate useful lives to be used svhere taxpavers did not follow retirement and replacement 
practices consistent with those lives durin" the vears under ezamination. In general, any 
taxpayer will be permitted to use the Reserve Ratio Table set forth in Part III of this 
Revenue Procedure to demonstrate that his retirement and replacement practice supports 
the life used or a proposed change in the life used, provided that the circumstances are 
analogous to those set forth in section 3. 02(a) or 3. 03(a) of Part II of this Revenue 
Procedure. In this connection, however, the transition rule of section 5. 03 of Part II 
mav not be used. 
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Where this Revenue Procedure is not followed, the examination of 
depreciation will be made in accord;)nce with the principles set forth 
in Revenue Rulings 90 and 91, C. B. 1953 — 1, 48, 44. Homever, Bulletin "F" is withdrawn as a guide to examining OScers for the determina- 
tion of depreciable lives. 

Where depreciation claimed in an income tax return is examined 
under this Revenue Procedure, the lives used by a taxpayer for his 
depreciable properties are first to be compared with the prescribed 
guideline lives set forth in Part I of this Revenue Procedure. These 
guideline lives apply to broad classes of assets rather than to indi- 
vidual assets. Each of these broad classes is hereinafter referred 
to as a "guideline class. " 

Initially, any taxpayer will be allowed to use a class life for a 
guideline class which is at least as short as the guideline life for that 
class, even if a longer life has previously been used. 

The comparison of the class lives used by the taxpayer with the 
guideline lives will be facilitated if the taxpayer's depreciation ac- 
counts correspond to the guideline classes. Any taxpayer who is de- 
preciating his assets in item accounts, or in multiple-asset accounts 
which do not correspond to the guideline classes, may re&~roup his 
assets for tax purposes in depreciation accounts corresponding to the 
guideline classes, but he is not required to do so. Even if a taxpayer 
does not, regroup his assets in accounts corresponding to the guideline 
classes, this Revenue Procedure may be applied by regrouping the 
assets annually, solely for the purpose of this Revenue Procedure. 

Section 9 of this Part sets forth the applicable rules where a tax- 
payer uses a class life equal to or longer than the guideline life and 
section 8 sets forth the applicable rules where a taxpayer uses a class 
life shorter than the guideline life. Section 4 sets forth tlie rules for 
determining the class life used by the taxpayer. 
SEC. 9. CI, Ass I IFE EqIIAL To oR LQNGER THAN THE PRKscRIBFI) GI(il)- 

LINK LIFE. 
Where the class life used by a taxpayer is equal to or longer than 

the guideline life for a guideline class, the depreciation deduction 
claimed by the taxpayer for the assets in that class will not be dis- 
turbed if the taxpayer's retirement and replficement practices for that 
class hereafter are consistent ivith the class life being used. This 
consistency may be demonstrated either by the reserve ratio test set 
forth in section 5 of this Part, or by all the facts and circumstances. 

The reserve ratio test is a technique for establishin~ objectively that 
the taxpayers retirement and replacement practices for a guideline 
class are consistent, with the class life he is using. If the test is met, 
the depreciation deduction for that class mill not be disturbed. s In 

s In the context of this Revenue Procedure, not disturbing the depreciation deduction 
means not disturbing either the lives or salvage used by the taxpayer. Of course, the 
correct basis of assets must be used in compnting the depreciation deduction. In addition, 
where the useful life of an individual asset must be used to determine eligibility for a 
special method of computing depreciation or for any other provision where eligibility 
depends on the useful life of the indi;idual asset, such life must be determined for that 
purpose without re ard to this Revenue Procedure. Examples of instances where the 
useful lifo of an )of)vidual asset must be so determined include (1) section 167(c) where 
the useful life of an asset must be 3 vears or more to qualify for certain accelerated 
methods of depreciation, and (2) section 179 where the useful life of an asset must be 6 
years or more to qualify for the additional first-year depreciation allowance. Moreover, 
the depreciation deduction claimed for an asset in the taxable year of its disposition may 
be governed by Keveuue Ruling 62 — 92, C. B. 1962 — 1, 29. 



order to give taxpayers an opportunity where needed to conform their 
retirement and replacement practices with the class lives being used, 
the reserve ratio test will be considered to be met for the first 8 taxable 
years to which this Revenue Procedure applies. Any class life equal 
to or longer than the guideline life will not, be questioned for such 
first 8 taxable years. Thereafter, if the test is not met, a taxpayer 
may by the use of presently established procedures demonstrate that 
his retirement and replacement practices are consistent with the class 
life being used. 

SEC. 8. CLASS LIFE SHORTER THAN TEIE PRESCRIBED GUIDELINE LIFE. 
. 01 In general. — Where the class life used by a taxpayer is shorter 

than the prescribed guideline life for a guideline class, the deprecia- 
tion deduction claimed by the taxpaver for the assets in that class 
will not be disturbed if the conditions of subsection . 09, . 03, . 04, or 
. 05 of this section arc met. Subsection . 09 sets forth the applicaible 
rules where the class life used by the taxpayer for the taxable year 
under examination is shorter than the guideline life but equal to or 
longer than the class life used in the preceding taxable year. Sub- 
section . 08 sets forth the applicable rules ~here the class life used 
by the taxpayer for the taxable year under examination is shorter 
than the guideline life and also is shorter than the class life used in 
the preceding taxable year. Subsection . 04 sets forth the applicable 
rules where the class life used by the taxpayer for the taxable year un- 
der examination is shorter than the guideline life and there were no 
assets in that guideline class in the preceding taxable year (as in the 
case of the first taxable year of a new taxpayer). Subsection . 05 sets 
forth the applicable rules for taxable years subsequent to a year for 
which the class life was examined and accepted by the Internal 
Revenue Service. 

. 09 C'lass life equal to or longe~ than life usedin preceding taaable 
year. — Where the class life used by a taxpayer is shorter than the 
guideline life for a guideline class but is equal to or longer than the 
class life used by the taxpayer in the immediately preceding taxable 
year, the depreciation deduction claimed by the taxpayer for the assets 
In that class will not be disturbed if either paragraph (a) or (b) of 
this subsection applies. 

(a) Class life justified by reference to its prior use. — The depre- 
ciation deduction will not be disturbed if the taxpayer has used 
approximately the same class life for a period of years equal to 
at least one-half the class life used in the taxable year under 
examination, and the reserve ratio test, set forth in section 5 of 
this Part is met, thus demonstrating that the taxpayer's retire- 
ment and replacement practices are consistent with the class life 
used. ' 

'Because of the structure of the Reserve Ratio Table, the fact that the reserve ratio 
test is met for a particular class life is not meaningful, for the purpose of justifying a 
class life shorter than the guideline life by reference to its prior use, unless that class 
life has been used for a substantial period of years. 

As to meeting the reserve ratio test where a class life has been used for a substantial 
period of years, the reserve ratio test will, because of the operation of the transition rule, 
be considered to be met for the first 3 taxable years to which this Revenue Procedure 
applies. See section 5. 03(a) of this Part. 



(b) Class life justified by other factors. — The depreciation 
deduction will not be disturbed if the class life used by the tax- 
payer is justified for the taxable year under examination on the 
basis of al] the facts and circumstances (see subsection . 06 of 
this section). 

. 08 Class life shorter than life used in preceding year. — Where the 
class life used by a taxpayer is shorter than the guideline life for a 
guideline class and is also shorter than the class life used by the tax- 
payer in the immediately preceding taxable year, the depreciation 
deduction claimed by the taxpayer will not be disturbed if either 
paragraph (a) or (b) of this subsection applies. 

(a) Class life justified by prior retirement and replacement 
practices. — The depreciation deduction will not be disturbed if 
the taxpayer's prior retirement and replacement practices indi- 
cate that such shorter class life is justified, as demonstrated by 
the following factors: 

(1) the taxpayer's reserve ratio for the guideline class 
for the taxable year immediately preceding the taxable year 
under examination was below the lo~er limit of the appro- 
priate reserve ratio range; ' and 

(2) the taxpayer has used approximately the same class 
life as the life used in such immediately preceding year for 
a period of years equal to at least one-half of the class life 
used in such preceding year; ' and 

(8) the shorter class life used in the taxable year under 
examination is not shorter than can be justified on the basis 
of the Adjustment Table for Class Lives. ' 

(b) Class life justified by other factors. — The depreciation 
deduction will not be disturbed if the class life used by the tax- 
payer is justified for the taxable year under examination on the 
basis of all the facts and circumstances (see subsection, 06 of this 
section) . 

. 04 Class li fe shorter than guideline li fe in case of netc taxpayer or 
netc guideline clas~. — Where the class life used by a taxpayer is 
shorter than the guideline life for a guideline class and there were no 
assets in that cla~ss in the immediately preceding taxable year (as, 

' In some cases, the fact that the reserve ratio is below the lower limit is not meaningful 
in determining whether the use of a shorter class life is justified by the taxpayer's retire- 
ment and replacement practices. Since a new taxpayer or a taxpayer with a new guide- 
line class of assets will necessarilv have low reserve ratios, such fact is not meaningful 
until a guideline class has a history equal in years to the guideline life for that class. 
Similarly, this fact is not meaningful where the retirement or acquisition of assets in a 
guideline class produces a sudden and unusual decrease in a taxpayer's reserve ratio when 
compared with the reserve ratio for the immediately preceding taxable year. 

In these cases, the fact that a reserve ratio is below the lower limit cannot be used to 
justiiy a class life shorter than the guideline life. Whether the taxpayer's prior retire- 
ment and replacement practices for a guideline class justify the shorter class life used 
by the taxpayer must be determined on the basis of all the facts and circumstances. 

v Because of the structure of the Reserve Ratio Table, the fact that a taxpayer's reserve 
ratio is below the lower limit of the appropriate reserve ratio range for a particular class 
life is not meaningful. for the purpose of justifying a class life shorter than the guideline 
life by reference to prior retirement and replacement practices, unless that class life has 
been used for a substantial period of years. 

r This table and the instructions for using it are set forth in section 3 of Part III of 
this Revenue Procedure. If the taxpayer's reserve ratio for a guideline class is below 
the lower limit of the appropriate reserve ratio range, the adjustment Table for Class 
Lives will iudicate which shorter class life is consistent with the taxpayer's retirement and 
replacement practices. If the taxpayer uses an even shorter class life, it cannot be 
, justified on the basis of the table, but must be justified on the basis of other facts and 
circumstances. 



for example, in the case of the first taxable year of a new taxpayer), 
the depreciation deduction claimed by the taxpayer will not be dis- 
turbed if the class life used by the taxpayer is justified for the taxable 
year under examination on the basis of all the facts and circumstances 
(see subsection . 00 of this section). 

. 05 i~"ubsequent use of class life preciously justf'f'ted. — WVhere the 
class life used by a taxpayer was examined by the Internal Revenue 
Service and was accepted by reason of subsection . 09, . 08, or . 04 of 
this section, or ivhere such class life divas accepted on audit by the 
Internal Revenue Service under presently established procedures for 
examining depreciation (whether before or after the efi'ective date 
of this Revenue Procedure), the depreciation deduction claimed by 
the taxpayer for the assets in that class in any subsequent taxable 
year based on that class life will not be disturbed if the taxpayer's 
Ietirement and replacement practices for that class are consistent 
with the class life being used. This consistency may be demonstrated 
either by the reserve ratio test, set forth in section 5 of this Part or 
by all the facts and circumstances. 

The reserve ratio test is a technique for establishing objectively that 
the taxpayer's retirement. and replacement practices for a guideline 
class are consistent, with the class life he is using. If the test is met, 
the depreciation deduction for that class ~vill not be disturbed. ' In 
order to give taxpayers an opportunity ivhere needed to conform their 
retirement and replacement practices vvith the class lives being used, 
the reserve ratio test will be considered to be met for the first three 
taxable years to which this Revenue Procedure applies. The pre- 
viously justified class life will not be questioned during that period. 
Thereafter, if the test is not met, a taxpayer may by the use of 
presently established procedures denIonstrate that his retirement and 
replacement practices are consistent, ivith the class life being used. 

. 06 Facts ana circunwtances. — AVhere a class life used by a tax- 
payer is shorter than the guideline life and has not been previously 
justified, a significant factor (except, ~vhere the taxpayer is a regulated 
public utility) in determining whether the class life is justified for 
the taxable year under examination on the basis of all the facts and 
circumstances is the fact that the life used by the taxpayer in com- 
puting his depreciation deduction is the same as the life used in com- 
puting. the clepreciation shown on the taxpayer's books of account 
and financial statements. ' Substantial weight should also be given 
to any other objective factors which indicate that the taxpayer intends 
to follow a more rapid retirement and replacement practice than is 
reflected in the guideline life and to whether the taxpayer has pre- 
viously followed retirement and replacement practices consistent ~ ith 
lives previously used. Other situations in which the class life used 
by a taxpayer may be justified by the facts include situations (1) 
where there is an abnormally intensive use of assets, (2) where there 

s See footnote 3. ' Where this factor is relied upon as a significant factor in justifying the class life 
being used, the life used by the taxpayer for tax purposes in succeeding years should con- 
tinue to correspond to the life used in computing the depreciation shown on the books of 
account and unsocial statements if the taxpayer wishes to retain the benefits of tbe reserve 
ratio test under subsection . 05 of this section. If such lives do not correspond, the tax- 
payer may be required to justify the class life nsed in such succeeding taxable years on 
tbe basis of all the facts and circumstances pertaining to such vears. 
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are a number of assets in a guideline class which were not new when 
acquired by the taxpayer, (3) where there is extraordinary obsoles- 
cence which aA'ects the particular taxpayer, and (4) where a, guideline 
class of. a particular taxpayer contains a disproportionate amount of 
relatively short-lived assets. 

SEC. 4. DETERMINING TIIE CJ Ass LIFE UsED BW THE TAxPATER. 

. 01 In genera/. — For the purpose of comparing the class life used 
by a taxpayer with the guideline life for any guideline class, the class 
life is to be determined ln accordance with the following rules: 

. 02 Tozpttyer using gtti(ZRZt'ne cZ(tsses. If a taxpayer actually de- 
preciates assets in a (lepreciation account corresponding to a guideline 
class, the class life is the same as the life used by the taxpayer in com- 
puting the depreciation allowance for that account. However, see 
subsection . 04 of this section v here salvage is a factor in computing 
depreciation for that account. 

. 03 TuxptttZer not est'ng gut'deZt'ne c4sscs. If a taxpayer depre- 
ciates assets in item accounts or in Inultiple-asset accounts which do 
Ilot co1'I'espond to tile guideline classes, the assets tt ill be regrouped 
(for the purpose of comparing the class life used by the taxpayer 
ivith the guideline life) in cla~sses corresponding to the prescribed 
guideline classes. The class life used by the taxpayer for each class 
will then be determined by computing the weighted average of the 
lives used for the item or multiple-asset accounts coming within that 
guideline & lass. " 

The weighted aver;lge of the lives used by the taxpayer for the assets 
falling within a guideline class is to be determined as follows (re- 
gardless of the method of depreciation used by the taxpayer): 
(', onipute the straigrht-litle depreciation, based on the life used by 
the taxpayer with respect, to each item account or multiple-asset 
account coming ivithin the guideline class. Divide the. total deprecia- 
tion so conlputed into the total basis" of all the assets in such item or 
multiple-asset, accounts to obtain the class life. See subsection . 04 
of this section where salvage is a factor in computing depreciation with 
respect to any assets in the guideline class. 

. 04 6'(tZv(tgc. — In any c~ase where salvage is a factor in computing 
the amount of depreciation claimed by a taxpayer with respect to a 
guideline class, the class life is determined by dividing the straight- 
line depreciation (computed by using the lives and salvage actually 
used by the taxpayer for all assets in the class) into the total basis 
(not, reduced by salvage) of all assets in the class. For example, if 
the total liasis of all assets in a guideline class is $1, 000, and the 
taxpayer has used a life of 8 ye;irs for that class and has taken into 
account salvage of $900, he will be considered as using a class life 
of 10 years, since the annual straight-line depreciation based on the 
life and salvage used by the taxpayer for the assets in that class 
($100) divided into the total basis of such assets ($1, 000) is 10. 

r& If any multiple-asset account maintained. by the taxpayer overlaps two or more of the 
prescribed guideline classes, the taxpayer should provide suthcient information to enable 
the weighted average of the lives for all the assets coming within each such uideline 
class tn be computed with reasonable accuracy, considering the circumstances of the 
particular case. » The term "basis" as used in this Revenue Procedure means cost or other basis, ad- 
justed only as provided in section 1016(a) (1). 
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SEC. 5. RESERVE RATIO TEST. 
. 01 In general. — The reserve ratio test is an objective technique for 

establishing that the depreciation reserve for assets in a guideline 
class bears a reasonable relationship to the basis of those assets, In 
many cases, this test can be used to demonstrate that the retirement, 
and replacement practices being followed by a taxpaper with respect 
to a guideline class are consistent with the class life being used. In 
cases where the test is not met, whether the taxpayer's retirement, and 
replacement practices are consistent with the class life being used 
must be determineR on the basis of all the facts and circumstances. 
Section 6 sets forth the rules for lengthening a class life where it 
cannot be justified by either the reserve ratio test or all the facts 
and circumstances. 

Subsection. 02 of this section sets forth the general rule for applying 
the reserve ratio test. Subsection . 03 sets forth a transition rule. 
Because of the operation of the transition rule, the reserve ratio test 
will be considered met for the first three taxable years to which this 
Revenue Procedure applies. 

Table 2 in Part III of this Revenue Procedure sets forth the appro- 
priate ratios of depreciation reserves to basis, taking into account the 
method of depreciation, the life, and the rate of growth for any par- 
ticular guideline class. This table also prescribes upper and lower 
limits of acceptable ranges for reserve ratios. In addition, Part III 
contains the rules for computing the taxpayer's reserve ratio for a 
guideline class and for selecting the appropriate reserve ratio range 
for that class from the Reserve Ratio Table. 

. 02 General ale. — Where the reserve ratio test is being used to 
demonstrate that a taxpayer's retirement and replacement practices 
with respect to a guideline class are consistent with the class life being 
used, the test will be met if the taxpayer's reserve ratio for that class 
does not exceed the upper limit of the appropriate reserve ratio 
range. Any taxpayer who has been retiring and replacing assets in 
a guideline class consistent with the life previously used and who 
continues to do so will not exceed the appropriate upper limit. Even 
if the taxpayer adopts a shorter class life after the publication of 
this Revenue Procedure, his reserve ratio will not exceed the appro- 
priate upper limit, so long as his retirement and replacement practices 
are thereafter consistent with the shorter class life. In these situa- 
tions, the taxpayer will satisfy the general rule for applying the 
reserve ratio test and the transition rule set forth in subsection . 08 
of this section will not be needed, 

Where the taxpayer's reserve ratio for a guideline class does ex- 
ceed the upper limit (and the transition rule does not apply), the 
taxpayer may, by the use of presently established procedures, resort 
to other factors to demonstrate that his retirement and replacement 
practices are consistent with the class life being used. " 

~ In certain cases, the fact that the taxpayer's reserve ratio for a guideline class exceeds 
the upper limit of the appropriate reserve ratio range is not meaningful as an indication 
that the taxpayer's retirement and replacement practices are not consistent with the class 
life used. For example, the pattern of retirements and replacements of assets in a guide- 
line class may produce wide fluctuations in a taxpaver's reserve ratio for that class whereby 
in some years the reserve ratio exceeds the upper limit of the appropriate reserve ratio 

674924' — 68 29 



. 03 Trandition rale. — Where a taxpayer's retirement and replace- 
ment practices with respect. to a guideline class have been inconsistent 
with the life previously used, the reserve ratio for that class may ex- 
ceed the upper limit of the appropriate reserve ratio range and thus 
fail to meet the general rule for applying the reserve ratio test. If 
this occurs with respect to any one or more of the first 8 taxable years 
to which this Revenue Procedure applies, the following transition 
rule supersedes the general rule set forth in subsection . 09 of this 
section: 

(a) The reserve ratio test will be considered to be met for 
the first 8 taxable years to which this Revenue Procedure applies. 

(b) The taxpayer will be given a period of years (commencing 
with the first year to which this Revenue Procedure applies) equal 
to the guideline life for that class to bring his reserve ratio 
within the upper limit of the appropriate reserve ratio range, 
provided the reserve ratio is moving toward the appropriate 
upper limit during this period. So long as the reserve ratio is 
moving toward this upper limit, the reserve ratio test will be 
considered to be met during this period. 

(c) The reserve ratio will be considered as moving tov ard 
the appropriate upper limit so long as the amount by which the 
reserve ratio exceeds such upper limit for any taxable year during 
the period is lower than it was for any one of the 8 preceding 
taxable years. 

If the reserve ratio for a guideline class has not come within the upper 
limit of the appropriate reserve ratio range by the close of the period 
described in paragraph (b) of this subsection, or if the reserve ratio 
is not moving toward such upper limit, (within the meaning of para- 
graph (c) of this subsection) for any taxable year during this period 
after the first 8 taxable yealw, then the transition rule ceases to apply 
and the general rule set forth in subsection . 02 of this section for the 
application of the reserve ratio test shall apply. 

. . 04 App/ication of reserve ratio test in the case of a neer taxpayef 
or a new guideline clads. — The guideline classes of a new taxpayer or 
a new guideline class of an existing taxpayer will necessarily have low 
reserve ratios for a period of years. Therefore, a new taxpayer or 
any taxpayer with a new guideline class will ordinarily be able t'o use 
the guideline life (or a shorter class life, if justified by all the facts 
and circumstances) for a replacement cycle, and, of course. there- 
after if his retirement and replacement practices are consistent with 
the class life being used. If the taxpayer's reserve ratio for such a 
guideline class does exceed the upper lImit, of the appropriate reserve 
ratio range during the first replacement cycle, " the taxpayer may, 
by the use of presently established procedures, resort to other factors 

range and in other years the reserve ratio falls below. the lower limit of such range. Wide 
fluctuations of this nature in the reserve ratio may occur where a taxpayer's guideline 
class contains relatively few assets. most of which are retired at or about the same time. 
Immediately before the retirement of these assets, the reserve ratio would exceed the upper 
limit of the appropriate reserve ratio range; after their retirement, the reserve ratio would 
fall below the lower limit of such range. » Since the depreciation reserve for a new guideline class of a new or existing taxpayer 
is initially zero, it is unlikely that the reserve ratio will exceed the appropriate upper 
limit dumng the erst replacement cycle. If this does occur, it will presumably occur 
toward the end of the cycle. Whether thc fact that the upper limit is exceeded is mean- 
ingful depends on the facts and circumstances. See footnote 12. 
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to demonstrate that his retirement and replacement practices are con- 
sistent with the class life being used. 

SEO. 6. LENGTHENING A CLAss LIFE WHIOH CANNoT BE JUsTIFIED. 

. 01 In general. — Where a class life used by a taxpayer cannot be 
justified under any of the rules set forth in this Part, that life shall 
be lengthened in accordance with subsection . 02 or . 03 of this section. " 
However, a class life shall not be lengthened beyond the shortest 
life which can be justified for the guideline class under all the facts and 
circumstances for the taxable year under examination. " See sub- 
section, 04 of this section for rules relating to the taxable year in 
which a class life is to be lengthened. 

. 02 Lengthening a class life u&hich is egMaZ to or longer than the 
gf(ideline life. — Where a class life used by a taxpayer is equal to or 
longer than the guideline life for a guideline class, and the taxpayer's 
retirement and replacement practices are not consistent with the class 
life used, the class life shall be lengthened in accordance with the 
Adjustment Table for Class Lives. " This table and the instructions 
for its use are set forth in section 3 of Part III of this Revenue 
Procedure. 

. 03 Lengthening a class life tohich is shorter than the guideh'ne 
life. — Where a class life used by a taxpayer is shorter than the guide- 
line life for a guideline class and is not justified under any of the rules 
set forth in this Part, the class life shall be lengthened as follows: 

(a) In any case where the reserve ratio test may be used as a 
technique for demonstrating that the taxpayer's retirement and 
replacement practices are consistent with the class life used, and 
the consistency cannot be demonstrated either by the reserve ratio 
test. or by all the facts and circumstances, the class life shall be 
lengthened in accordance with the Adjustment Table for Class 
Lives. " 

(b) In any other case, the class life shall be lengthened to the 
shortest life previously justified for that guideline class, or to the 
guideline life if no shorter life has been previously justified. " 

"If the assets in a guideline class are depreciated in a number of item or multiple-asset 
accounts, the lives used by the taxpayer for such accounts should be lengthened so that 
the weighted average of such lives is equal to the lengthened class life. 

"Where the class life is lengthened to the shortest life that can be justified on the basis 
of all the facts and circumstances, the lengthened class life may be used by the taxpayer 
in subsequent taxable years if the taxpayer's retirement and replacement practices there- 
after are consistent with the use of that class life. "In any ease where the reserve ratio test may be used as a technique for demonstrating 
that the taxpayer's retirement and replacement practices are consistent with the class life 
used, and such consistency cannot be demonstrated either by the reserve ratio test or by all 
the facts and circumstances, the Adjustment Table for Class Lives provides a technique 
for determining objectively the class life which is consistent with the taxpayer's practices. 

If a class life used by the taxpayer is lengthened t'o a life longer than the guideline life, 
the class life may not be shortened subsequently until such time as (1) the reserve ratio 
decreases to a point within the upper limit of the reserve ratio range for the lengthened 
class life, or (2) a shorter life is justified by reason of other facts and circumstances. 
Furthermore, the lengthened class life may not be lengthened subsequently unless the 
amount by which the reserve ratio exceeds the upper limit of the appropriate reserve 
ratio range continues to increase for a period of at least 3 years, after which that life 
may be lengthened on the basis of all the facts and circumstances. 

w See footnote 16. 's since the reserve ratio test is not available as a technique for justifying the class life 
used in cases to which subsection . 03(b) of this section applies, the initial adjustment to 
the class life used must b'e made without regard to the Adjustment Table for Class Lives. 
However, where the class life used by a taxpayer is lengthened under subsection . 03(b) 
of this section, the lengthened life shall be considered the class life used by the taxpayer 
fo'r the purpose of applying the reserve ratio test. Normally, this test would be met. 
Thus, there would be no further adjustment to the class life, and that life may be used by 



. 04 Pea& in e, 'hich class life ie to be lewythened. — If a class life is 
lengthened under subsection . 02 or . 08(a) of this section, it shall be 
lengthened only for a taxable year for which (1) the reserve ratio 
test is not met (under the general rule or the transition rule for apply- 
ing the test), and (2) the class life used cannot be justified on the 
basis of all the facts and circumstances. The class life shall not be 
lengthened for any earlier taxable year. If a class life is lengthened 
under subsection . 08(b) of this section, it shall be lengthened only for 
a taxable year for which the class life used cannot be justified on the 
basis of all the facts and circumstances. 

the taxpayer in subsequent taxable years if his retirement and replacement practices there- 
after are'consistent with the use of that class life. However, if the test is not met and 
consistency cannot be demonstrated bv all the facts aml circumstances, the class life may 
be further lengthened under subsection . 02 or . 03(a) of this section for the same taxable 
year for which the class life was lengthened under subsection . 03(b) of this section. 



PART III. — THE RESERVE RATIO TABLE AND 
THK ADJUSTMKNT TABLE FOR CLASS LIVES 
AND INSTRUCTIONS FOR THEIR USE 

SECTION 1. IN GENERAL, 

Part II of this Revenue Procedure utilizes a reserve ratio test in 
a number of instances. A reserve ratio is the ratio of the depreciation 
reserves for the assets in any guideline class to the basis" of those 
assets. The reserve ratio test is an objective technique which can be 
used to demonstrate that the retirement and replacement practices 
being followed by a taxpayer with respect to a guideline class are 
consistent with the class life being used. A taxpayer's reserve ratio 
also can be used to show that he is entitled to use a shorter class life 
than he has used in the past. 

The reserve ratio test is made by comparing a taxpayer's reserve 
ratio for a guideline class with an appropriate reserve ratio range. 
Table 2 (Reserve Ratio Table) is used to select the appropriate re- 
serve ratio range. Table 8 (Adjustment Table for Class Lives) is 
used to determine an adjustment in the class life used by a taxpayer 
where an adjustment based on the table is indicated under Part II of 
this Revenue Procedure. 
SEC. 2. INSTRUCTIONS roR APPLYING TIIE RESERVE RATIO TABLE. 

The following rules are to be used in applying the Reserve Ratio 
Table; 

. 01 Compntatf'on of taxpayer'8 reserve ratf'o. — The first step in ap- 
plying the Reserve Ratio Table is to compute the taxpayer's reserve 
ratio for a guideline class. The reserve ratio is computed by dividing 
the total depreciation reserves for all the assets in that class (at the 
close of the taxable year) by the total basis of all those assets (at the 
close of that year). " For this purpose, however, if any portion of 
the basis of any asset in a guideline class is subject to amortization 
under sections 108 or 169 of the 1%4 Code (or corresponding provi- 
sions of prior law) or is recovered by means of the additional first- 
year depreciation allowance provided by section 179 of the 1954 Code, 
that portion shall be excluded from the total basis of all the assets 
in the class and any amortization or depreciation deducted with re- 
spect to that portion shall be excluded from the total depreciation 
reserves for the class. 

w The term "basis" as used in this Revenue Procedure means cost or other basis, ad- 
justed only as provided in section 1016(a) (1L a'li' the basis and depreciation reserve attributable to any asset in a guideline class 
have been removed from the asset and reserve accounts but the asset is still being used 
in the taxpayer's trade or business, that basis and depreciation reserve are to be taken 
into account in computing the taxpayer's reserve ratio for the class. 

If any multiple-asset account maintained bv the taxpayer overlaps two or more guide- 
line classes, the taxpayer should provide sufticient information to enable the portion of 
the depreciation reserve for that account which is attributable to assets falling within each 
guideline class to be determined with reasonable accuracy, considering the circumstances 
of the particular case. 

(439) 
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. 02 Selecting the appropriate reserve ratio range. — The second step 
in applying the Reserve Ratio Table is to select the appropriate re- 
serve ratio range from the table. To identify the appropriate re- 
serve ratio range for a guideline class, it is necessary to know (a) the 
method of depreciation being used for the assets in the guideline 
class, (b) the test life for the class, and (c) the rate of growth for 
the class. 

(a) method of Deprect'ation. — The method of depreciation 
used for the assets in a guideline class means the method actually 
used by the taxpayer in computing depreciation for tax purposes 
with respect, to those assets, such as the straight-line method, the 
double-declining balance method, the 150-percent declining bal- 
ance method, or the sum-of-the-years digits method. See sub- 
section . 08 of this section where a taxpayer uses more than one 

, method of depreciation with respect to assets falling within a 
single guideline class. 

(b) Deterniining the test life. — The test, life" for a guideline 
class is to be determined under the following rules: 

(1) Claw life equal to or longer than the guideline life. — 
Where the class life used by a taxpayer is equal to or longer 
than the guideline life for a guidelme class, the test life is 
the guideline life for that, class, unless subparagraph (4) 
of this paragraph applies. 

(0) Class life equal to or longer than Efe pre~iously justi- 
ped. — Where the class life used by a taxpayer is equal to or 
longer than the life justified for a guideline class in a pre- 
ceding taxable year under section 8. 02, 8. 08, or 8. 04 of Part 
II of this Revenue Procedure or under~ presently established 
procedures, the test life is the previously justified life, unless 
subparagra~ph (4) of this paragraph applies. 

(8) Claw life not previously justif'ted. — Where the class 
life used by a taxpayer is shorter than the guideline life for 
a guideline class and has not previously been justified— 

(A) for purposes of section 8. 02(a) of Part II of 
this Revenue Procedure (class life justified by reference 
to its prior use), the test life is the class life used in the 
taxable year under examination; 

(B) for purposes of section 8. 08(a) of Part II of this 
Revenue Procedure (class life justified by prior retire- 
ment and replacement practices), the test life is the class 
life used for the taxable year immediately preceding the 
taxable year under examination. 

(4) Lengthened class li fe. — Where the class life used by a 
taxpayer has been lengthened under section 6 of Part II of 

n The class life used by a taxpayer may vary from year to year. If there are variations, 
the representative class life for applying the Reserve Ratio Table would be the average 
class life used by the taxpayer over a period of years. To avoid any diiiiculties that may 
be encountered in computing this average, paragraph (b) of this subsection provides test 
lives which should be used in various situations to select the appropriate reserve ratio 
range. Generally, the suggested test life is slightly more favorable to the taxpayer than 
an average of class lives used over a period of years. However, if a taxpayer is using 
the sum-of-the-years digits method of depreciation, an average of class lives may in certatPi 
instances be more favorable than the suggested test life. A taxpayer therefore has the 
option oi' using an average of the class lives used for a guideline class for the three taxable 
years preceding the taxable year under examination in lieu of the otherwise prescribed 
test life. 
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this Revenue Procedure, the test life is the life to which the 
class life was lengthened. 

(c) Determining the rate of grofoth rs for a guiofe/ine class. — 
The rate of growth for a guideline class may be determined from 
the Rate of Orowth Conversion Table (Table 1). To use that 
table, it is necessary to know (1) the asset ratio for the guideline 
class, and (9) the class life period for that class. 

(1) The asset ratio, — The asset ratio for a guideline class 
is computed by dividing the total basis of all the assets in 
the class at the close of the taxable year for which the rate 
of growth is being determined (referred to hereinafter as 
the growth rate year) by the total basis of all the assets in 
the class at the close of the taxable year ending one class life 
period earlier (referred to hereinafter as the base year) . " 

(9) The class life period. — The class life period for a 
guideline class is a period of years equal to the class life used 
by the taxpayer for the class for the growth rate year. " Thus, 
if the class life used by the taxpayer for a guideline class for 
the growth rate year is 10 years, the class life period for that 
class is 10 years and the base year is the 10th taxable year 
preceding the growth rate year. However, see subparagraph 
(8) if the base year falls before the first taxable year to 
which this Revenue Procedure applies. 

(8) 8ubstitute ctass bfe period. — To compute the asset 
ratio for a guideline class, it is necessary to know the total 
basis of the assets in that class at the close of both the base 
year and the growth rate year. Records adequate for this 
purpose may not be available for some taxable years pre- 
ceding the date of publication of this Revenue Procedure. 
Therefore, if a base year with respect to a guideline class 
is a taxable year for which the income tax return was due 
to be filled before July 19, 1069, and the taxpayer does not 
have suScient information to determine the total basis of the 
assets in that class at the close of that taxable year, then the 
earliest taxable year for which sufficient information is 
available may be used as the base year provided that (1) such 
substitute base year is not later than the first taxable year 
to which this Revenue Procedure applies, and (9) there are 
at least 2 taxable years intervening between such year and 
the growth rate year. " In this case, the period of years 

~Technically, the rate of growth for a guideline class is the average annual compounded 
percentage iucrease in the total basis of the assets in the class measured from the close 
of a base year to the close of the growth rate year. 

n lf a taxpayer does not maiutain sufhcient records to enable the rate of growth to bc 
compute&i for a guideline class, the reserve ratio test cannot be applied. Consequently, 
whether the taxpayer's retirement and replacement practices are consistent with the class 
life being used would have to be determined on the basis of all the facts and circumstances. ~ Where a taxpayer's guideline class has a history equal in years to less than the class 
life period (as, for example, in the case of a new taxpayer), the class life period will be 
considered to be the period of years between the close of the erst taxable year of the 
guideline class and the close of the growth rate year, provided that there are at least 2 
taxable years intervening between the firs year and the growth rate year. Since a rate 
of growth cannot be computed for the Qrst g taxable years of a, taxpayer's guideline class, 
the reserve ratio test will be considered to be met during that period. 

'v Since the reserve ratio. test is considered to be met for the first 8' taxable yearS 
to which this Revenue Procedure applies, it. will generally not be necessary to compute 
the rate of growth during this period. However, if a taxpayer's reserve ratio for a guide- 
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between the close of the substitute base year and the close 
of the growth rate year shall be considered as the class life 
period for the purpose of applying the Rate of Growth 
Conversion Table. 

(d) Selecting the applopriate reserve ratio range. — After the 
test life and the rate of growth have been determined for a guide- 
line class, the appropriate reserve ratio range for that class is to 
be selected from the Reserve Ratio Table, using (1) the method of 
depreciation used by the taxpayer for the class, (2) the test life 
set forth in the table which is closest to the test life determined 
for the class, and (8) the rate of growth for the class. The re- 
serve ratio range so determiiied will consist of an appropriate 
reserve ratio, and upper and losver limits of a range for acceptable 
reserve ratios. 

. 08 Special Iv7e v!bene different methoA of depreciation are used 
for cugetg fa77in g uititin a, sing7e guideline «?I. . sg. — If a taxpayer uses 
two or more did'erent methods of depreciation with respect to assets 
falling within a guideline class, the appropriate reserve ratio range 
for that class is the weighted average of the separate reserve ratio 
ranges determined for the difi'erent methods of depreciation. The 
separate reserve ratio range for each method of depreciation is cleter- 
mined in accordance with subsection . 02 of this section, using the test 
life and rate of growth for the entire guideline class in connection with 
each method. 

(a) The upper 7i». «'. t. — Tlie upper liniit of the weighted average 
of these separate raiiges is computed as follows: 

(1) multiply the upper limit of each separate reserve ratio 
range determined for a separate method of depreciation by a 
fraction, the numerator of which is the total basis of the assets 
in the giiideline class as to which that method of depreciation 
was used and the denominator of which is the total basis of 
all the assets in that class: and 

(0) total the resultinjr figures. 
(b) The loioer 77»lit. — The lower lilnit of the weighted average 

of these separate ranges is computed in like manner. 
SEG. 8. IXsTRUGTIOXs FOR APPLTIXG ADJT sTBIEXT TABLE FOR ( I. Ass 

Livzs. 
. OI ln geneea7. — sVhei'e the rules containe&l in P;irt II of tlris 

Revenue Procedure indicate that a shorter class life use&i by 3, taxpayer 
may be justified by reference to the Adjustnient Table for Class Lives, 
or Chat a class life used by a taxpayer should be lengthened in accord- 
ance with that Table, the appropriate class life is to be determined 
from Table 3. 

line class exceeds the upper ihuit of the appropriate reserve ratio range in the fourth 
taxable year to which this Revenue Procedure applies, it will be necessary to deterusine 
the rate of growth for that class for the 3 preceding taxable years in order to apply the 
transition rule set forth in section 5. 03 of Part II. These determinations unavoiilably 
require information respecting base years before the effective date of this Revenue proce- 
dure. If a taxpayer does not have suKcient information to determine rates ofrowth 
for these 3 preceding taxable years, the appropriate reserve ratio range for these taxable 
years will be cousidered to be the same as the aPProPriate rauge for the fourth taxable 
year to which this Revenue Procedure applies. 

In one situation, it will be necessary to compute the rate of growth for one of the erst 3 taxable years to which this Revenue Procedure applies. This is where a taxpaver;s 
seeking io justify a class life shorter than the guideline life under section 3. (i3('a) of Part ll of this Revenue Procedure for one of those iaxable years. 



. 09 Using Adjustment Table to justify shorter class life. — Where 
a shorter class life than used in preceding taxable years is to be justi- 
fied on the basis of the Adjustment Table for Class I. ives (see section 
8. 08(a) of Part II of this Revenue Procedure), the shortest class life 
that can be so justified may be found in the second column in the Table, 
opposite the class life used by the taxpayer i'or the year immediately 
preceding the taxable year under examination. 

. 08 Using Adjustfnent Table to lengthen a class life. — Where a 
class life used by a taxpayer is to be lengthened under section 6. 09 or 
6, 08(a) of Part II of this Revenue Procedure, the class life to which 
the life used by the. taxpayer should be lengthened may be found in 
the fourth column in the Adjustment Table for Class Lives, opposite 
the appropriate 8-year average class life. The 3-year average class 
life is determined by adding the class lives used. by the taxpayer for 
the taxable year under examination and the 9 preceding taxable years 
and dividing the resulting total by B. ss 

~ Since the class life used by a taxpayer for a guideline class may vary from year to 
year, a 3-year average is used to insure that the life used in applying the Adjustment 
Table is representative. 



TxsLE 1. — Bate of &anth Conversion Table 
In the appropriate class life period column, find the figure which most closely approximates the asset ratio. ' The corresponding rate of 

growth will appear in the marginal columns. 

Rates of 
growth 

(percent) 10 12 13 14 

Class life period (years) 

15 16 18 20 

Rates of 
growth 
(percent) 

— 5 — 4 — 3 — 2 — 1 
0 
1 
2 
3 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

0. 86 
. 88 
, 91 
. 94 
. 97 

1. 00 
l. 03 
l. 06 
l. 09 
l. 12 
l. 16 
1. 19 
l. 22 
1. 26 
1. 80 
l. 33 
l. 37 
1. 40 
l. 44 
l. 48 
1. 52 
l. 56 
1. 60 
l. 64 
1. 68 
l. 73 

0. 82 
. 85 

. 92 

. 96 
l. 00 
1. 04 
1. 08 
1. 13 
1. 17 
1. 22 
l. 26 
1. 31 
1. 36 
1. 41 
l. 46 
l. 52 
1. 57 
1. 63 
l. 69 
l. 75 
l. 81 
1. 87 
1. 94 
2. 00 
2. 07 

0. 77 
. 82 
. 86 
. 90 
. 95 

1. 00 
1. 05 
1. 10 
1. 16 
l. 22 
1. 28 
l. 34 
1. 40 
1. 47 
l. 54 
l. 61 
l. 68 
l. 76 
l. 84 
l. 92 
2. 01 
2. 10 
2. 19 
2. 29 
2. 39 
2. 49 

0. 74 
. 78 
. 83 
. 89 
. 94 

l. 00 
1. 06 
1. 13 
l. 19 
l. 26 
1. 34 
l. 42 
l. 50 
1. 59 
l. 68 
l. 77 
l. 87 
1. 97 
2. 08 
2. 20 
2. 31 
2. 44 
2. 56 
2. 70 
2. 84 
2. 99 

0. 70 
. 75 
. 81 
. 87 
. 93 

1. 00 
l. 07 
1. 15 
l. 28 
l. 32 
1. 41 
l. 50 
1. 61 
1. 71 
1. 83 
1. 95 
2. 08 
2. 21 
2. 35 
2. 50 
2. 66 
2. 83 
3. 00 
3. 18 
3. 38 
3. 58 

0. 66 
. 72 
. 78 
. 85 
. 92 

l. 00 
1. 08 
l. 17 
1. 27 
1. 37 
1. 48 
1. 59 
1. 72 
l. 85 
l. 99 
2. 14 
2. 30 
2. 48 
2. 66 
2. 85 
3. 06 
3. 28 
3. 51 
3. 76 
4. 02 
4. 30 

0. 63 
. 69 

. 83 

. 91 
l. 00 
l. 09 
1. 20 
1. 30 
1. 42 
}. 55 
l. 69 
1. 84 
2. 00 
2. 17 
2. 36 
2. 56 
2. 77 
3. 00 
3. 25 
3. 52 
3. 80 
4. 11 
4. 44 
4. 78 
5. 16 

0. 60 
. 66 
. 74 
. 82 
. 90 

l. 00 
1. 10 
1. 22 
l. 34 
1. 48 
1. 63 
l. 79 
1. 97 
2. 16 
2. 37 
2. 59 
2. 84 
3. 11 
3. 40 
3, 71 
4. 05 
4. 41 
4. 81 
5. 23 
5. 70 
6. 19 

0. 64 
. 72 
. 80 
. 90 

1. 00 
l. 12 
1. 24 
1. 38 
l. 54 
1. 71 
l. 90 
2. 10 
2. 33 
2. 58 
2. 85 
3. 15 
3. 48 
3. 84 
4. 23 
4. 65 
5. 12 
5. 62 
6. 18 
6. 78 
7. 43 

0. 61 
. 69 
. 78 
. 89 

1. 00 
1. 13 
l. 27 
1. 43 
l. 60 
1. 80 
2. 01 
2. 25 
2. 52 
2. 81 
3. 14 
3. 50 
3. 90 
4. 34 
4. 82 
5. 35 
5. 94 
6. 58 
7. 29 
8. 06 
8, 92 

0. 59 
. 67 
. 77 
. 88 

1. 00 
1. 14 
1. 29 
l. 47 
l. 66 
1. 89 
2. 13 
2. 41 
2. 72 
3. 07 
3. 45 
3. 88 
4. 36 
4. 90 
5. 49 
6. 15 
6. 89 
7. 70 
8. 60 
9. 60 

10. 70 

0. 56 
. 65 
. 75 
. 87 

l. 00 
l. 15 
l. 32 
l. 51 
l. 73 
l. 98 
2. 26 
2. 58 
2. 94 
3. 34 
3. 80 
4. 31 
4. 89 

54 
6. 26 
7. 08 
7. 99 
9. 01 

10. 15 
11. 42 
12. 84 

0. 54 
. 63 
. 74 
. 86 

1. 00 
l. 16 
1. 35 
1. 56 
l. 80 
2. 08 
2. 40 
2. 76 
3. 17 
3. 64 
4. 18 
4. 78 
5. 47 
6. 25 
7. 14 
8. 14 
9. 27 

10 54 
11. 97 
13. 59 
15. 41 

0. 52 
. 61 
. 72 
. 85 

1. 00 
l. 17 
l. 37 
1. 60 
l. 87 
2. 18 
2. 54 
2. 95 
3. 43 
3. 97 
4. 60 
5. 31 
6. 13 
7. 07 
8. 14 
9. 36 

10. 75 
12. 33 
14. 13 
16. 17 
18. 49 

0. 48 
. 58 
. 70 
. 84 

l. 00 
1. 20 
l. 43 
1. 70 
2. 03 
2. 41 
2. 85 
3. 38 
4. 00 
4. 72 
5. 56 
6. 54 
7. 69 
9. 02 

10. 58 
12. 38 
14. 46 
16. 88 
19. 67 
22. 90 
26. 62 

0. 44 
. 54 
. 67 
. 82 

1. 00 
l. 22 
l. 49 
l. 81 
2. 19 
2. 65 
8. 21 
8. 87 
4. 66 
5. 60 
6. 73 
8. 06 
9. 65 

11. 52 
18. 74 
16. 37 
19. 46 
23. 11 
27. 39 
32. 43 
38. 34 

— 5 
4 — 8 — 2 — 1 
0 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

See notes on page 445. 



TxaLE l. — Bate of &ototh, Conversion Table — Continued 

In the appropriate class life period column, find the figure which most closely approximates the asset ratio. ' The corresponding rate of 
growth will appear in the marginal columns. 

Rates 
of 

growth 
(percent) 22 24 25 26 28 80 

Class life period (years) 

32 84 36 40 42 44 46 48 50 

Rates 
of 

growth 
(percent) 

— 8 — 2 — 1 
0 
1 
2 
3 

5 
6 
7 
8 
9 

10 

0. 51 
. 64 
. 80 

1. 00 
l. 24 
l. 55 
l. 92 
2. 87 
2. 92 
8. 60 
4. '48 
5. 44 
6. 66 
8. 14 

0. 48 
. 62 
. 79 

l. 00 
1. 27 
l. 61 
2. 08 
2. 56 
3. 22 
4. 05 
5. 07 
6. 84 
7. 91 
9. 85 

0. 47 
. 60 
. 78 

1. 00 
1. 28 
l. 64 
2. 09 
2. 67 
8. 89 
4. 29 
5. 48 
6. 85 
8. 62 

10. 84 

0. 45 
. 59 
. 77 

1. 00 
l. 80 
l. 67 
2. 16 
2. 77 
3. 56 
4. 55 
5. 81 
7. 40 
9. 40 

11. 92 

0. 48 
. 57 
. 76 

l. 00 
1. 82 
l. 74 
2. 29 
3. 00 
8. 92 
5. 11 
6. 65 
8. 68 

11. 17 
14. 42 

0. 40 
. 54 
. 74 

1. 00 
1. 85 
1. 81 
2. 48 
3. 24 
4. 32 
5. 74 
7. 61 

10. 06 
13. 27 
17. 45 

0. 52 
. 72 

1. 00 
l. 88 
l. 88 
2. 58 
3. 51 
4. 76 
6. 45 
8. 72 

11. 74 

0. 50 
. 71 

l. 00 
l. 40 
1. 96 
2. 78 
8. 79 
5. 25 
7. 25 
9. 98 

18. 69 

0. 48 
. 70 

1. 00 
1. 48 
2. 04 
2. 90 
4. 10 
5. 79 
8. 15 

11. 42 
15. 97 

0. 46 
. 68 

1. 00 
l. 46 
2. 12 
3. 08 
4. '44 
6. 88 
9. 15 

18. 08 
18. 62 

0. 45 
. 67 

1. 00 
1. 49 
2. 21 
8. 26 
4. 80 
7. 04 

10. 29 
14. 97 
21. 72 

0. 48 
. 66 

1. 00 
l. 52 
2. 80 
3. 46 
5. 19 
7. 76 

11. 56 
17. 14 
25. 84 

0. 41 
. 64 

l. 00 
l. 55 
2. 89 
8. 67 
5. 62 
8. 56 

12. 98 
19. 63 
29. 56 

0. 40 
. 68 

l. 00 
1. 58 
2. 49 
3. 90 
6. 08 
9. 48 

14. 59 
22. 47 
84. 47 

0. 38 
. 62 

1. 00 
l. 61 
2. 59 
4. 18 
6. 57 

10. 40 
16. 39 
25. 73 
40. 21 

0. 86 
. 60 

l. 00 
1. 64 
2. 69 
4. 88 
7. 11 

11. 47 
18. 42 
29. 46 
46. 90 

— 8 — 2 — 1 
0 
1 
2 
8 
4 
5 
6 
7 
8 
9 

10 

' The asset ratio for a guideline class is computed by dividing the total basis of all the assets in the class at the close of the taxable 
year for which the rate of growth is being determined by the total basis of all the assets in the class at the close of the taxable year ending 
one class life period earlier. See section 2. 02(c) of this Part for more coniplete instructions on computing the asset ratio. 

Novz. — The rate of growth for a guidehne class is the average annual compouiided percentage increase in the total basis of the assets 
from the close of a base year to the close of the growth rate year. 
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TABLE 2. — Reserve Ratio Table — Con& inued 

Section I: Straight Line Method of Depreciation — Continued 

Test life 
(years) 10 12 14 15 

Rate of growth (percent) 

17 19 20 
Test life 
(years) 

10 

14 

18 

20 

48 
44-55 

48 
43-55 

47 
48-54 

46 
42-53 

46 
41-52 

45 
41-52 

44 
40-51 

44 
40-50 

48 
39-49 

48 
89-48 

42 
88-47 

41 
88-47 

41, 
37-46 

4G 
87-45 

89 
86-43 

88 
85-42 

48 
43-55 

47 
43-54 

47 
42-54 

46 
42-53 

45 
41-52 

44 
40-5a 

44 
40-50 

48 
89-49 

42 
89 — 48 

42 
38-47 

41 
38-46 

40 
37 — 45 

4G 
36-44 

39 
36 — 44 

38 
35 — 42 

36 
3'4-40 

48 
48-55 

47 
48 — 54 

46 
42-58 

45 
4 1-52 

45 
41-51 

44 
40-50 

48 
39-49 

42 
89-48 

42 
38-47 

41 
87-46 

40 
37-45 

39 
36-44 

39 
36-43 

88 
85-42 

86 
34-40 

85 
33-38 

48 
43-54 

47 
42-54 

46 
41-53 

45 
41-51 

44 
40-50 

43 
40-49 

42 
89-48 

42 
88-47 

41 
37-46 

40 
37-45 

89 
36-44 

88 
35 — 48 

88 
35-42 

87 
84-4a 

85 
38-89 

84 
32 — 37 

48 
43 — 54 

47 
42-53 

46 
41-52 

45 
41-51 

44 
40-50 

89-48 
42 

38-47 
41 

38-46 
40 

37-45 
89 

36-44 
88 

35 — 42 
87 

35-41 
87 

34-40 
36 

88-89 
34 

82-87 
88 

31-85 

47 
48 — 54 

46 
42-53 

45 
41-52 

. 44 
40-50 

48 
89-49 

42 
89 — 48 

41 
88-46 

40 
37-45 

39 
36-44 

88 
85 — 43 

87 
35-41 

86 
34 — 40 

86 
83-39 

85 
88-38 

88 
81-36 

82 
80-34 

47 
43-54 

46 
42-52 

45 
41-51 

44 
40-50 

48 
39-48 

42 
38-47 

40 
37-46 

89 
86 — 44 

88 
36-43 

88 
35-42 

86 
84-40 

86 
33-89 

85 
32-38 

84 
32-37 

82 
80 — 85 

80 
29-82 

47 
42-53 

46 
42-52 

45 
41-51 

48 
40-49 

42 
39-48 

41 
38-46 

40 
37 45 

89 
36-43 

88 
85 — 42 

87 
34 — 41 

86 
88 — 39 

85 
83-88 

34 
82-87 

88 
81-36 

31 
29-33 

29 
, 

28-31 

47 
42-53 

45 
41-52 

44 
40-50 

39-49 
42 

38-47 
40 

37-45 
89 

36-44 
88 

35-42 
87 

34-41 
86 

34-40 
85 

38-88 
84 

32 87 
88 

81-36 
c2 

30-34 
80 

29-32 
28 

27-80 

47 
42-58 

45 
41-51 

44 
40-59 

42 
39-48 

41 
38-46 

4G 
37-45 

89 
36-43 

88 
35-42 

86 
34-40 

85 
33-89 

84 
82-87 

88 
81-86 

32 
80-35 

81 
29-33 

29 
28-31 

27 
26-29 

46 
42-52 

45 
41-51 

44 
40-49 

42 
89 — 48 

41 
38-46 

89 
86 — 44 

88 
35-42 

87 
84 — 41 

86 
83-89 

85 
82 — 38 

88 
31-36 

82 
30-35 

81 
80-84 

80 
29-32 

28 
27-30 

26 
26-28 

46 
42 — 52 

45 
41-51 

48 
89-49 

42 
38-47 

40 
37-45 

39 
36-43 

38 
85-42 

86 
34-40 

35 
33-88 

84 
32 37 

88 
8a-85 

32 
30-34 

80 
29-33 

29 
28-81 

28 
26-29 

26 
25-27 

46 
42-52 

44 
40-50 

48 
39 — 49 

41 
38-46 

40 
37-45 

88 
86-43 

87 
34-41 

86 
38-39 

84 
32-88 

88 
31-36 

82 
30-34 

81 
29-83 

80 
28-82 

29 
27-30 

27 
26-28 

25 
24-26 

8 

9 

10 

12 

16 

18 

20 

See note on page 458. 



Test 
life 

(years) 

TABLE 2. — Reserve Ratio Table — Continued 
Section I: Straight Line Method of Depreciation — Continued 

RaCe of growth (percent) 

10 

Test 
life 

(years) 

22 

26 

28 

30 

32 

34 

38 

40 

44 

46 

48 

50 

56 
49-66 

56 
50-66 

56 
50-67 

56 
50-67 

57 
51-67 

57 
51 — 68 

54 
48-63 

54 
48-64 

54 
48-64 

54 
48-64 

55 
49-64 

55 
49-65 

55 
49-65 

55 
50-66 

56 
50-66 

56 
50-67 

57 
50-67 

57 
51-68 

67 
51-68 

58 
51-68 

58 
51-69 

58 
52-69 

52 
47-61 

52 
47-61 

52 
47-61 

52 
47-61 

52 
47-61 

53 
47-62 

53 
47-62 

53 
47-62 

53 
47-62 

53 
48-62 

53 
4S-63 

54 
48-63 

54 
48-63 

54 
48-63 

54 
48 — 64 

54 
48-64 

50 
45-58 

50 
45-68 

50 
45-58 

50 
45-58 

50 
45-58 

50 
45-58 

50 
45-58 

50 
45-68 

50 
45-58 

50 
45-58 

50 
45-58 

50 
45-58 

50 
45-5S 

50 
46 — 68 

50 
45-58 

60 
45-58 

48 
44-56 

48 
43-56 

48 
43-56 

48 
43-55 

48 
43-55 

48 
43-55 

47 
43-55 

47 
43-54 

47 
43 — 54 

47 
42 — 54 

47 
42 — 54 

46 
42 — 54 

46 
42-53 

46 
42-53 

46 
42-53 

46 
42 — 53 

46 
42 — 54 

46 
42-53 

46 
42-53 

46 
42-53 

45 
41-52 

45 
41-52 

45 
41-51 

44 
40-51 

44 
40-50 

44 
40-50 

44 
40-50 

43 
39-49 

43 
39-49 

42 
39-48 

42 
39-48 

42 
38-48 

45 
41-51 

44 
40-50 

44 
40-50 

44 
40-50 

43 
39-49 

43 
89-49 

42 
39-48 

42 
38-47 

41 
38-47 

41 
38-46 

40 
37-46 

40 
37-45 

40 
36-44 

39 
36-44 

39 
36-43 

38 
35-42 

43 
39-49 

42 
39-48 

42 
38-48 

42 
38-47 

41 
38 — 46 

40 
3?-46 

40 
37-45 

39 
36 — 44 

39 
36-43 

38 
35-42 

37 
35-42 

37 
34-41 

36 
34-40 

36 
33-39 

35 
33-39 

35 
32-38 

41 
38-47 

40 
37 — 46 

40 
37 — 45 

40 
37-44 

39 
36-44 

38 
35 — 43 

38 
35-42 

37 
34-41 

36 
34-40 

35 
33-39 

35 
33-38 

34 
32-37 

83 
31-36 

33 
31-36 

32 
30-35 

31 
30-34 

40 
37-44 

39 
36-43 

88 
35-43 

38 
35-42 

37 
34-41 

36 
34-40 

85 
33-39 

84 
32-38 

34 
32-37 

33 
31-36 

32 
30-35 

31 
30-34 

31 
29-33 

30 
28-32 

29 
28-31 

29 
27-30 

38 
35 — 42 

37 
34-41 

37 
34 — 40 

36 
34 — 40 

35 
33-38 

34 
32-37 

33 
31-36 

32 
30-35 

32 
30-34 

31 
29-33 

30 
28-32 

29 
28-31 

28 
27-30 

28 
26-29 

27 
26-28 

26 
25-27 

37 
34 — 40 

35 
33-39 

35 
33-38 

34 
32-38 

33 
31-36 

32 
30-35 

31 
30-34 

30 
29-33 

29 
28-31 

28 
27-30 

28 
26-29 

27 
26-28 

26 
25-27 

25 
24-26 

24 
24-26 

24 
23-25 

35 
33-39 

34 
32-37 

33 
31 — 36 

33 
31 — 35 

32 
30 — 34 

31 
29-33 

34 
32-38 

33 
31-35 

32 
30-34 

31 
30-34 

30 
28 — 32 

29 
28-31 

26 

30 

32 

34 

36 

40 

46 

50 

See note on page 458. 



T~ELE 2. — Reserve Ratio Table — Continued 
Section II: Double Declining Balan'ce'Method 'of Depreciation 

' 

Test life 
(years) 

Rate of growth (percent) 
Test life 
(years) 

13 

14 

15 

16 

. 20 

69 
65-74 

66 
63-71 

65 
61-70 

64 
61-70 

64 
60-69 

63 
60-69 

63 
60-69 

63 
60-69 

69 
65-73 

66 
62-71 

65 
61-70 

64 
60-69 

63 
60-69 

63 
59-68 

63 
59-68 

63 
59-68 

63 
59 — 68 

63 
59-68 

63 
59 — 69 

63 
59-69 

63 
59-69 

63 
59-69 

63 
60-70 

64 
60-70 

68 
65-73 

66 
62-71 

64 
61-70 

63 
60-69 

63 
59-68 

62 
59-68 

62 
59-68 

62 
58-68 

62 
58-68 

62 
58-68 

62 
58-68 

62 
58-68 

62 
58-68 

62 
58-68 

62 
59-68 

62 
59-68 

68 
65-73 

65 
62-70 

64 
60-69 

63 
59-68 

62 
59-68 

62 
58-67 

61 
58-67 

61 
58-67 
. 61 

58-67 
61 

58-67 
61 

58-67 
61 

57-67 
61 

57-67 
61 

57-67 
61 

57-67 
61 

58-67 

68 
64-73 

65 
62-70 

64 
60-69 

62 
59-68 

62 
58-67 

61 
58-66 

61 
58-66 

60 
57-66 

60 
57-66 

60 
57-66 

60 
57-65 

60 
57-65 

60 
56-65 

60 
56-65 

60 
56-65 

60 
56-65 

68 
64-72 

65 
61 — 70 

63 
60-68 

62 
59-67 

61 
58-66 

61 
57-66 

60 
57-65 

60 
57-6$ 

60 
$6-65 

59 
$6-65 

59 
56-64 

59 
56-64 

59 
56-64 

59 
56-64 

58 
55-64 

58 
55-64 

68 
64-72 

65 
61-69 

63 
60-68 

62 
59-67 

61 
58-66 

60 
57-65 

60 
56-65 

59 
56-64 

59 
56-64 

59 
55-64 

58 
55-63 

58 
55-63 

58 
55-63 

58 
55-63 

57 
54-62 

57 
54-62 

68 
64-72 

64 
61-69 

62 
59-67 

61 
58-66 

60 
57-65 

60 
56-64 

59 
56-64 

58 
56-63 

58 
55-63 

58 
55-63 

57 
54-62 

57 
54-62 

57 
54-62 

57 
54-61 

56 
53-61 

56 
53-60 

67 
64-72 

64 
61-69 

62 
59-67 

61 
58-66 

60 
57-65 

59 
56-64 

58 
55-63 

58 
55-63 

57 
54-62 

57 
54-62 

56 
54-61 

56 
53-61 

56 
53-60 

55 
53-60 

55 
52-59 

54 
52-59 

67 
64-71 

64 
61-68 

62 
59-67 

60 
57-65 

59 
56-64 

59 
56-63 

58 
55-62 

57 
54-62 

57 
54-61 

56 
53-61 

56 
53-60 

55 
52-60 

55 
52-59 

54 
52-59 

54 
51-58 

53 
50-57 

67 
63-71 

64 
60-68 

61 
58-66 

60 
57-65 

59 
56-63 

58 
55-62 

57 
54-62 

56 
54-61 

56 
53-60 

55 
53-60 

55 
52-59 

54 
52-58 

54 
51-58 

53 
51-57 

52 
$0-56 

52 
49-55 

67 
63-71 

63 
60-68 

61 
58-66 

60 
57-64 

58 
56-63 

57 
55-62 

56 
54-61 

56 
53 — 60 

55 
52-59 

55 
52-59 

54 
51-58 

53 
51-$7 

53 
50-57 

52 
50-56 

51 
49-55 

50 
48-54 

67 
63-71 

63 
60-67 

61 
58-65 

59 
56-64 

58- 
55-62 

57 
54-61 

56 
53-60 

55 
53-59 

54 
52-58 

54 
51-58 

53 
51-57 

52 
50-56 

52 
49 — 55 

51 
49-55 

50 
48-53 

49 
47-52 

8 

9 

10 

12 

13 

14 

15 

16 

18 

20 

See note on page 458. 



TsaLE 2. — Reserve Ratio Table — Continued 

Section II: Double Declining Balance Method of Depreciation — Continued 

Test life 
(years) 10 

Rate of growth (percent) 

14 16 17 19 20 
Test life 
(years) 

10 

13 

16 

20 

66 
63-71 

63 
60-67 

61 
58 — 65 

59 
56-63 

58 
55-62 

56 
54-61 

55 
53-59 

54 
52-58 

54 
51-58 

58 
50-57 

52 
50-56 

51 
49-55 

51 
49-54 

50 
48-53 

49 
47-52 

48 ' 

46-50 

66 
63-70 

62 
59-67 

60 
57-65 

58 
56-63 

57 
54-61 

56 
53-60 

55 
52-59 

54 
51-58 

53 
50-57 

52 
50-56 

51 
49-55 

51 
48-54 

50 
48-53 

49 
47-52 

48 
46-51 
":46 
45-49 

66 
68-70 

62 
59-67 

60 
57-64 

58 
55-62 

57 
54-61 

55 
53-59 

54 
52-58 

53 
51-57 

52 
50 — 56. 

51 
49-55 

50 
48-54 

50 
48-53 

49 
47-52 

48 
46-51' 

47 
45-'49 

44-48' 

66 
62-70 

62 
59-66 

60 
57-64 

58 
55 — 62 

o6 
54-60 

55 
52-59 

54 
51-57 

50-56 
52 

49-55 
5l 

49 — 54 
50 

48-53 
49 

47-52 
48 

46-51 
47 

45-50 
46 

44-48 
'i 4 

43-46 

66 
62-70 

62 
59-66 

59 
56-64 

57 
55-61 

56 
53-60 

54 
52-58 

53 
51-57 

52 
50-55 

51 
49-54 

50 
48-53 

49 
47-52 

48 
46 — 51 

47 
45-50 

46 
45-49 

45 
43-47 

42-45 

66 
62-69 

62 
58-66 

59 
56 — 63 

57 
54-61 

55 
53-59 

54 
52-58 

52 
50-56 

51 
49 — 55 

50 
48-53 

49 
47-52 

48 
46-51 

47 
45-50 

46 
44-49 

45 
44-48 

44 
42-45 

42 
41 — 44 

65 
62-69 

61 
58-65 

59 
56-63 

56 
54-60 

5o 
52-58 

58 
51-57 

52 
50-55 

51 
49-54 

50 
48-52 

48 
47 — 51 

47 
46-50 

46 
45-49 

45 
44-48 

44 
43-46 

43 
41-44 

41 
40-42 

65 
62-69 

61 
58-65 

58 
56-62 

56 
54-60 

54 
52-58 

53 
51-56 

51 
49-55 

50 
48-53 

47-52 

46-50 
47 

45-49 
46 

44-48 
44 

43-47 
44 

42-45 
42 

40-43 
40 

39 -4] 

65 
62-69 

61 
58-65 

58 
55-62 

56 
53-60 

54 
52-57 

52 
50-56 

51 
49-54 

50 
48-52 

48 
46-51 

47 
45-50 

46 
44-48 

45 
43-47 

44 
42-46 

48 
41-44 

41 
40-42 

39 
38-40 

65 
62-69 

61 
58-64 

58 
55-62 

56 
53-59 

54 
51-57 

52 
50-55 

50 
48-53 

49 
47-52 

48 
46-50 

i(i 
45-50 

45 
44-47 

44 
42-46 

43 
42-45 

42 
41-43 

40 
39-41 

38 
i 

37-39 

65 
61-68 

60 
57-64 

57 
55 — 61 

55 
53-59 

53 
51-56 

51 
49-55 

50 
48-53 

48 
47-51 

47 
45-49 

46 
44-48 

44 
43-46 

43 
42 — 45 

42 
41-44 

41 
40-42 

89 
38-40 

36-38 

64 
61-68 

60 
57-64 

57 
54-61 

55 
52-58 

58 
50-56 

51 
49-54 

49 
48-52 

48 
46-50 

4b 
45-49 

45 
44-47 

44 
42-46 

42 
41-44 

41 
40-43 

40 
39-42 

88 
37-39 

36 
35-87 

64 
61-68 

60 
57-64 

57 
54-61 

54 
52-58 

52 
50-55 

50 
49-54 

49 
47-52 

47 
46-50 

46 
44-48 

44 
43-46 

43 
42-45 

42 
41-43 

41 
40 — 42 

89 
38-41 

37 
36-38 

35 
35-36 

8 

10 

12 

15 

16 

See note on page 458. 



Test 
life 

(years) 

Section II 
Tant, E 2. — Reserve Rifi o Table — Continued 

Double Declining Balance Method of Depreciation — Continued 

Rate of growth (percent) Test 
life 

10 (years) 

22 

24 

26 

28 

30 

34 

40 

44 

48 

50 

63 
59-69 

63 
59-69 

63 
59-69 

63 
59-69 

63 
60-70 

64 
60 — 70 

61 
58-67 

61 
58-67 

61 
58-67 

61 
58-67 

62 
58-68 

62 
58-68 

62 
58-68 

62 
58 — 68 

62 
59-69 

63 
59-69 

63 
59 — 69 

63 
59-71 

63 
59-70 

64 
60-70 

64 
60-70 

64 
60-70 

60 
56-65 

60 
56-65 

60 
56-65 

60 
56-65 

60 
56-65 

60 
56-66 

60 
56-66 

60 
57-66 

60 
57-66 

60 
57-66 

60 
57-66 

60 
57-66 

60 
57-66 

60 
57-66 

61 
57-67 

61 
57-67 

58 
55-63 

58 
55-63 

58 
55-63 

58 
55 — 63 

58 
55-63 

58 
55-63 

58 
55-63 

58 
54-63 

58 
54-63 

58 
54-63 

58 
54-63 

58 
54-64 

57 
54-63 

57 
54-63 

57 
54-63 

57 
54-63 

57 
54-62 

56 
53 — 61 

56 
53-61 

56 
53-61 

56 
53-61 

56 
53-61 

56 
53-60 

55 
52-60 

55 
52-60 

55 
52-60 

55 
52-60 

55 
52-60 

54 
52-59 

54 
52-59 

54 
51-59 

54 
51-58 

55 
52-60 

55 
52-59 

55 
52-59 

54 
52-59 

o4 
51-58 

54 
51-58 

53 
51-58 

'o 3 
50-57 

53 
50-57 

52 
50-56 

52 
50-56 

52 
49-56 

51 
49-55 

51 
49-55 

51 
48-54 

50 
48-54 

54 
51-58 

53 
5a-57 

53 
50-57 

53 
50-57 

52 
50-56 

52 
49-56 

51 
49-55 

51 
48 — 54 

50 
48-54 

50 
48-53 

49 
47-53 

49 
47-53 

48 
46-52 

48 
46-51 

48 
46 — 51 

47 
45-50 

52 
50-56 

52 
49-55 

51 
49-55 

51 
48-55 

50 
48-54 

50 
48-53 

49 
47-52 

48 
46 — 52 

48 
46-51 

47 
45 — 50 

47 
45-50 

46 
44-49 

46 
44-48 

45 
43-48 

44 
43-47 

44 
42-46 

51 
48-54 

50 
48-53 

50 
47-53 

47-52 
48 

46-52 
48 

46-51 
47 

45-50 
46 

45-49 
46 

44-48 

43-47 
11 

43-46 
44 

42-46 
43 

42-45 
42 

41-44 
42 

40-43 
41 

40-43 

49 
47-53 

48 
46 — 51 

48 
46-51 

48 
46-50 

47 
45-49 

46 
44-48 

45 
43-47 

44 
43-46 

43 
42-45 

43 
41-44 

42 
41-44 

41 
40-43 

40 
39-42 

40 
38-41 

39 
38-40 

38 
37-40 

48 
46-51 

47 
45-50 

46 
45-49 

46 
44-48 

45 
43-47 

44 
42-46 

43 
42-45 

42 
41-44 

41 
40-43 

40 
39 — 42 

40 
39-41 

39 
38-40 

38 
37-39 

37 
36-38 

36 
36 — 3? 

36 
35-37 

46 
45-49 

45 
44-48 

45 
43-47 

44 
43-46 

43 
42-45 

42 
41-44 

41 
40-43 

40 
39-42 

39 
38-41 

38 
37-40 

38 
37-39 

37 
36-38 

36 
35-37 

35 
34-36 

34 
34-35 

33 
33-34 

45 
44-48 

44 
42-46 

43 
42-45 

43 
41-45 

42 
40-43 

40 
39-42 

44 
42-46 

43 
41-44 

42 
41-44 

41 
40-43 

40 
39-42 

39 
38-40 

22 

24 

2o 

28 

30 

32 

34 

36 

38 

40 

42 

46 

48 

50 

See note on page 458. 



Test life 
(years) 

TABLE 2. — Reserve Ratio Table — Continued 

Section III: Sum of the Years-Digits Method of Depreciation 

Rate of growth (percent) Test life 
(years) 

19. 

12 

14 

16 

62 
57-68 

64 
60-70 

65 
61-72 

66 
62-73 

67 
63-74 

68 
64-74 

69 
64-75 

69 
65-76 

62 
57-68 

64 
59-70 

65 
61-71 

66 
62-72 

67 
62-73 

67 
63-74 

68 
64-74 

68 
64-75 

69 
64-75 

69 
65-76 

70 
65-76 

70 
66-77 

70 
66-77 

71 
67-77 

72 
67-78 

72 . 
68-79 

62 
57-68 

63 
59-70 

64 
60-71 

65 
61-72 

66 
62-72 

67 
62-73 

67 
63-73 

68 
63-74 

68 
64-74 

68 
64-75 

69 
64-75 

69 
65-78 

69 
65-76 

70 
65-76 

70 
66-77 

71 
67-77 

62 
57-68 

63 
59-69 

64 
60-70 

65 
61-71 

65 
61-72 

66 
62-72 

66 
62-72 

67 
63-73 

67 
63-73 

67 
63-73 

68 
63-74 

68 
64-74 

68 
64-74 

68 
64-74 

69 
65-75 

69 
65-75 

61 
57-67 

63 
58-69 

64 
60-70 

64 
60-70 

65 
61-71 

65 
61-71 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

67 
63-73 

67 
63-73 

67 
63-73 

67. 
63-73 

68 
64-74 

61 
57-67 

63 
58-69 

63 
59-69 

64 
60-70 

64 
60-70 

65 
61-70 

65 
61-71 

65 
61-71 

65 
61-71 

65 
62-71 

65 
62-71 

66 
62-71 

66 
62-71 

G6 
62-71 

66 
62-71 

66 
62-72 

61 
56-67 

62 
58-68 

63 
59-69 

63 
59-69 

64 
60-69 

64 
60-70 

64 
60-70 

64 
61-70 

64 
61-70 

64 
61 — 70 

64 
61-70 

64 
61-70 

64 
61-70 

64 
61-70 

64 
61-70 

64 
61-70 

61 
56-66 

62 
58-68 

63 
58-69 

63 
59-69 

63 
59-69 

63 
60-69 

63 
60-69 

63 
60-69 

63 
60-69 

63 
60-69 

63 
60-68 

63 
60-68 

63 
60-68 

63 
60-68 

63 
59-68 

63 
59-68 

60 
56-66 

62 
57-67 

62 
58-68 

62 
58-68 

63 
59-68 

63 
59-68 

63 
59-68 

62 
59-68 

62 
59-68 

62 
59-68 

62 
59-67 

62 
59-67 

62 
58-67 

62 
58-67 

6l 
58-66 

61 
58-66 

60 
56-66 

61 
57-67 

62 
58-68 

62 
58-68 

62 
58-67 

62 
58-67 

62 
58-67 

62 
58-67 

62 
58-67 

61 
58-66 

61 
58-66 

61 
58-66 

61 
57-65 

60 
57-65 
. 60 
57-64 

59 
56-64 

60 
56-66 

61 
57-67 

61 
58-67 

62 
58-67 

62 
58-67 

61 
58-67 

61 
58-66 

61 
58-66 

61 
57-66 

60 
57-65 

60 
57-65 

60 
57 64 

59 
56-64 

59 
56-64 

58 
55-63 

58 
55-62 

60 
55-65 

61 
57-66 

61 
57-67 

61 
57-66 

61 
57-66 

61 
57-66 

60 
57-65 

60 
57-65 

60 
57-65 

59 
56-64 

59 
56-64 

59 
56-63 

58 
55-62 

58 
55-62 

57 
54-61 

56 
53-60 

60 
55-65 

60 
56-66 

61 
57-66 

61 
57-66 

60 
57-65 

60 
57-65 

60 
56-64 

59 
56-64 

59 
56-63 

58 
56-63 

58 
55-62 

58 
55-62 

57 
54-61 

56 
54-60 

56 
53-59 

54 
52-58 

10 

12 

13 

14 

15 

16 

18 

See note on page 458. 



TaaLz 2. — Beserre Ratio Table — Continued 

Section III: Sum of the Years-Digits Method of Depreciation — Continued 

Test life 
(years) 12 14 15 

Rate of growth (percent) 

16 17 18 19 20 
Test life 
(years) 

10 

12 

14 

16 

18 

20 

59 
55-65 

60 
56-66 

60 
56-66 

60 
56-65 

60 
66-65 

GO 
56-64 

59 
56-64 

59 
56-63 

58 
55-62 

58 
55-62 

57 
54-61 

56 
54-60 

56 
53-60 

55 
53-59 

54 
52-58 

53 
51-56 

59 
55-65 

60 
56-65 

60 
56-65 

60 
56-65 

59 
56-64 

59 
56-64 

58 
55-63 

58 
55-62 

57 
54-61 

57 
54-61 

56 
53-60 

55 
53-59 

55 
52-58 

, 54 
52-58 

53 
51-56 

51 
49-54 

59 
55-64 

60 
56-65 

60 
56-65 

59 
56 — 64 

59 
56-64 

58 
55-63 

58 
55-62 

57 
54-61 

56 
54-60 

56 
53-60 

55 
52-59 

54 
52-58 

54 
51-57 

53 
51-56 

51 
49-54 

50 
48-53 

59 
55-64 

59 
55-64 

59 
56-64 

58 
55-64 

58 
55-63 

58 
55-62 

57 
54-61 

56 
64-60 

56 
53-59 

55 
52-58 

54 
52 — 58 

53 
51-67 

52 
50-56 

52 
50-55 

50 
48-53 

49 
47-51 

59 
54-64 

59 
55-64 

59 
55-64 

58 
55-63 

58 
55-62 

57 
54-61 

56 
54-60 

56 
53-60 

55 
52-58 

54 
52-57 

53 
51-56 

52 
50-55 

51 
49 — 54 

51 
49-53 

49 
47-51 

47 
46-49 

58 
54 — 64 

59 
55-64 

58 
55-63 

58 
55-63 

57 
54-62 

57 
54-61 

56 
53-60 

55 
52-59 

54 
52-57 

53 
51-56 

52 
50-55 

51 
49-54 

50 
48-53 

49 
48-52 

48 
46-50 

46 
44-48 

58 
54-63 

58 
55-63 

58 
55-63 

58 
54 — 62 

57 
54-61 

56 
53-60 

55 
52-59 

54 
52 — 58 

53 
51-56 

52 
50-55 

51 
49-54 

50 
48-53 

49 
47-52 

48 
47-51 

46 
45-49 

43-46 

58 
54-63 

58 
54-63 

58 
54-62 

57 
54-61 

56 
53-60 

55 
53-59 

54 
52 — 58 

53 
51-57 

52 
50 — 56 

51 
49 — 54 

50 
48-53 

49 
48-52 

48 
46-51 

47 
46-50 

45 
44-47 

43 
42-45 

58 
54-63 

58 
54-63 

57 
54-62 

57 
54-61 

56 
53-60 

55 
52-59 

54 
51-57 

53 
50-56 

52 
49-55 

51 
49 — 53 

50 
48-52 

48 
47-51 

47 
46-50 

46 
45-48 

44 
43-46 

42 
41-44 

58 
54-63 

58 
54 — 62 

57 
54-62 

56 
53-60 

55 
52-59 

54 
52-58 

53 
51-56 

52 
50-55 

51 
49-54 

50 
48-52 

49 
47-51 

48 
46-50 

46 
45-48 

45 
44 — 47 

43 
42-45 

41 
40-42 

57 
53-62 

57 
54-62 

57 
54-61 

56 
53-60 

55 
52-58 

54 
51-57 

52 
50-56 

51 
49-54 

50 
48-53 

49 
47-51 

48 
46-50 

47 
45-49 

45 
44-47 

44 
43-46 

42 
41-43 

40 
39-41 

57 
53-62 

57 
53 — 62 

56 
53-61 

55 
52-59 

54 
52-58 

53 
51-57 

52 
50-55 

51 
49-54 

49 
47-52 

48 
46-51 

47 
45-49 

46 
44-48 

44 
43-46 

43 
42-45 

41 
40-42 

39 
38-40 

57 
53-62 

57 
53-61 

56 
53-60 

55 
52 — 59 

54 
51-57 

53 
50 — 56 

51 
49 — 54 

50 
48-53 

49 
47-51 

47 
46-50 

46 
45-48 

45 
44-47 

44 
42-45 

42 
41 — 44 

40 
39-41 

38 
37-39 

10 

12 

13 

14 

15 

16 

18 

20 

See note on page 458. 



TABLE 2. — Beserve Ratio Table — Continued 

Test 
life 

(ycars) 

Section III: Sum of the Years-Digits Method of Depreciation — Continued 

Rate of growih (percent) 

6 10 

Test 
life 

(years) 

22 

28 

30 

32 

34 

36 

38 

40 

42 

44 

46 

50 

71 
67 — 78 

72 
68-78 

72 
68 — 79 

72 
68-79 

73 
68-80 

75 
69-80 

70 
65 — 76 

70 
66 — 76 

70 
66-76 

70 
66-77 

71 
66-77 

71 
67-77 

71 
67 — 78 

72 
67-78 

72 
68-78 

72 
68-79 

73 
68-79 

73 
69-80 

73 
69-80 

74 
69-80 

74 
70-81 

74 
70-81 

68 
64-74 

68 
64-74 

68 
64-74 

68 
64 — 74 

68 
64-74 

69 
65-75 

69 
65 — 75 

69 
65-75 

69 
65-75 

69 
65 — 76 

70 
66-76 

70 
66-76 

70 
66-76 

70 
66 — 76 

70 
66-76 

70 
66-77 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
62-72 

66 
63-72 

66 
63 — 72 

66 
63 — 72 

66 
63 — 72 

66 
63-72 

66 
63-72 

64 
61-69 

64 
60-69 

64 
60-69 

64 
60-69 

64 
60-69 

64 
60-69 

64 
60-69 

63 
60-68 

63 
60-68 

63 
60-68 

63 
60-68 

63 
59-68 

63 
59 — 68 

62 
59 — 67 

62 
59 — 67 

62 
59-67 

62 
59-67 

62 
59-67 

62 
59 — 67 

62 
58-66 

61 
58-66 

61 
58-66 

61 
58 — 65 

60 
57-65 

60 
57-65 

60 
57-64 

60 
57-64 

59 
56-64 

59 
56 — 63 

59 
56-63 

58 
55-62 

58 
55-62 

60 
57-65 

60 
57-65 

60 
57-64 

60 
56 — 64 

59 
56-63 

59 
56-63 

58 
55-62 

58 
55-62 

57 
54-61 

57 
54-60 

56 
54-60 

56 
53-59 

55 
53-59 

55 
52-58 

54 
52-58 

54 
51-57 

59 
56-63 

58 
55-62 

58 
55-62 

o7 
55-61 

57 
54-61 

56 
54-60 

56 
53-59 

55 
53-58 

54 
52-58 

54 
51-57 

53 
51-56 

52 
50-55 

52 
50-55 

51 
49-54 

51 
49-53 

GO 
48-52 

57 
54-61 

56 
54 — 60 

56 
53-59 

55 
53-59 

55 
52-58 

54 
51-57 

53 
51-56 

52 
50-55 

52 
49-54 

51 
49 — 53 

50 
48-52 

49 
48-52 

48 
47-51 

48 
46-50 

47 
46-49 

46 
45-48 

55 
53-59 

54 
5 

54 
52-57 

53 
51-56 

52 
50-55 

52 
49-54 

51 
49-53 

50 
48-52 

49 
47-51 

48 
46-50 

47 
46-49 

46 
45 — 48 

45 
44-47 

45 
43-46 

44 
43-45 

43 
42-44 

53 
51-57 

52 
50-55 

52 
50-55 

51 
49-54 

50 
48-53 

49 
47 — 52 

48 
47-51 

47 
46-49 

46 
45-48 

44-47 
44 

43-46 
43 

42-45 
42 

41-44 
42 

41-43 
4l 

40-42 
40 

39-41 

52 
50-55 

51 
49-53 

50 
48-53 

49 
48-52 

48 
46 — 50 

47 
46-49 

46 
45-48 

45 
44-47 

44 
43-45 

43 
42-44 

42 
41-43 

41 
40-42 

40 
39-41 

39 
38-40 

38 
37-39 

37 
37-38 

50 
48 — 53 

49 
47-51 

48 
47-50 

48 
46-50 

46 
45-48 

45 
44-47 

49 
47-51 

47 
46-49 

46 
45-48 

46 
44-48 

44 
43-46 

43 
42-45 

22 

24 

25 

26 

30 

32 

34 

38 

40 

44 

46 

50. . . 

See note on page 458. 
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TABLE 2. — Reserve Ratio Table — Continued 

Section IV: 150 Percent Declining Balance Method of Depreciation — Continued 

Test life 
(years) 

10 12 14 15 

Rates of growth (percent) 

16 17 18 19 20 

Test life 
(years) 

]2 

14 

15 

18 

20 

55 
51-60 

52 
49-57 

50 
47-55 

49 
46-54 

48 
45-52 

47 
44-51 

46 
44-50 

46 
43-50 

45 
42-49 

44 
42-48 

44 
41-47 

48 
41-47 

42 
40-46 

42 
40-45 

41 
89-44 

40 
38-43 

55 
51-59 

52 
49 — 57 

50 
47-55 

49 
46-53 

48 
45-52 

47 
44-51 

46 
43-50 

45 
43-49 

44 
42-48 

44 
41-47 

48 
41-46 

42 
40-45 

42 
40-45 

41 
39-44 

40 
98-42 

88 
37-41 

54 
51-59 

52 
49 — 56 

50 
47-54 

48 
46-53 

47 
44-51 

46 
44-50 

45 
43-49 

44 
42-48 

44 
41-47 

43 
41-46 

42 
40-45 

41 
39-44 

41 
39-44 

40 
38-43 

39 
37-41 

87 
36-40 

54 
51-59 

51 
48-56 

50 
47-54 

48 
45-52 

47 
44-51 

46 
43-50 

45 
42-49 

44 
42-47 

48 
41-46 

42 
40-45 

41 
39-44 

40 
39-44 

40 
38-43 

39 
37-42 

38 
36-40 

86 
35-38 

54 
51-59 

51 
48-56 

49 
46-54 

48 
45-52 

46 
44-50 

45 
43-49 

44 
42-48 

48 
41-47 

42 
40-46 

41 
39-45 

41 
39-44 

40 
38-43 

89 
37-42 

88 
37 — 41 

37 
35-39 . 

. 35 
34 — 37 

54 
51-58 

51 
48-55 

49 
46-53 

47 
45-51, 

46 
44-50 

45 
42-48 

44 
41-47 

48 
41-46 

42 
40-45 

41 
39-44 

40 
38-48 

89 
37-42 

88 
37-41 

37 
36 — 40 

86 
35-38 
'34 

33-36 

54 
51-58 

51 
48-55 

49 
46-53 

47 
44-51 

46 
43 — 49 

44 
42 — 48 

41-46 
42 

40-45 
41 

39-44 
40 

38-43 
39 

37-42 
88 

37-41 
87 

36-40 
87 

35-39 
85 

34-37 
38 

32-35 

54 
50-58 

50 
48-55 

48 
46-53 

47 
44-51 

45 
43-49, 

44 
42-47 

48 
41-46 

42 
40-45 

40 
39-43 

40 
37 — 42 

88 
37-41 

88 
36 — 40 

87 
35-39 

36 
34-38 

34 
33-36 

32 
32-34 

54 
50-58 

50 
47-55 

48 
4W52 

46 
44-50 

45 
42-48 

43 
41-47 

42 
40-45 

41 
39-44 

40 
38 — 43 

89 
37 — 41 

38 
36-40 

37 
35-39 

36 
35-38 

35 
34-37 

38 
32-35 

32 
31-33 

58 
50-58 

50 
47-54 

48 
45-52 

46 
44-50 

44 
42-48 

48 
41-46 

42 
40-45 

40 
39-43 

39 
38-42 

38 
37-41 

37 
36-39 

36 
35-38 

35 
34-37 

84 
33-36 

32 
32 — 34 

81 
30-32 

58 
50-57 

50 
47-54 

48 
45-52 

46 
43-49 

44 
42-47 

48 
41-46 

41 
39-44 

40 
38-43 

89 
37-41 

38 
36-40 

87 
35-38 

36 
34-37 

34 
33-36 

34 
32-35 

82 
31-33 . 

80 
29-31 

53 
50-57 

50 
47-54 

47 
45-51 

45 
43-49 

44 
42-47 

42 
40-45 

41 
39-44 

40 
38-42 

38 
37-40 

87 
36-39 

36 
35-38 

35 
34-37 

84 
33-35 

88 
32-34 

81 
30-32- 

29 
29-30 

53 
50-57 

49 
47-54 

47 
44-51 

45 
43-49 

48 
41-46 

42 
40-45 

40 
38-43 

39 
37-41 

88 
36-40 

86 
35-38 

85 
34-37 

84 
33-36 

33 
32-35 

32 
31-33 

30 
80=81 

28 
28-29 

8 

9 

10 

12 

14 

15 

16 

18 

See note on page 458. 



TABLE 2. — Reserve Ratio Tabt'e — Continued 

Test 
life 

(years) — 3 

Section IV: 150 Percent Declining Balance Method of Depreciation — Continued 

Rate of growth (percent) 

10 

Test 
life 

(years) 

22 

26 

28 

30 

32 

40 

42 

44 

46 

50 

53 
50-60 

54 
50-60 

54 
50-GO 

54 
50-60 

54 
50-61 

54 
51 — 61 

52 
48-58 

52 
49-58 

52 
49-58 

52 
49-58 

52 
49-58 

53 
49-59 

53 
49-59 

53 
49-60 

53 
50-60 

54 
50-60 

54 
50-60 

54 
50-61 

54 
50-61 

54 
50-61 

54 
51-61 

55 
51-62 

51 
47-56 

51 
47-56 

51 
47-56 

51 
47-56 

51 
47-57 

51 
47-57 

51 
48-57 

51 
48-57 

51 
48-57 

51 
48-57 

51 
48-57 

51 
48-57 

52 
48-58 

52 
48-58 

52 
48-58 

52 
48-58 

49 
46-55 

49 
46-55 

49 
4G-54 

49 
46-54 

49 
46 — 54 

49 
46 — 54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

49 
46-54 

48 
45-53 

48 
45-53 

48 
45-52 

47 
44-52 

47 
44-52 

47 
44-52 

47 
44-52 

47 
44-52 

47 
44-51 

46 
44-51 

46 
44-51 

46 
43-51 

46 
43-51 

46 
43-50 

46 
43 — 50 

46 
43 — 50 

47 
44-51 

46 
43-51 

46 
43-50 

46 
43-50 

46 
43-50 

45 
43 — 50 

45 
42-49 

45 
42-49 

44 
42-48 

44 
42-48 

44 
41-48 

44 
41-47 

43 
41-4? 

43 
41-47 

43 
40-46 

42 
40-46 

45 
43-49 

45 
42-49 

44 
42-49 

44 
42-48 

44 
43-48 

43 
4 1-47 

43 
41-47 

42 
40-46 

42 
40-46 

42 
40-45 

41 
39-45 

41 
39-44 

40 
38-44 

40 
38-43 

40 
38-43 

39 
38 — 42 

44 
41-48 

43 
41-47 

43 
41-47 

43 
40-46 

42 
40-46 

42 
39-45 

41 
39-44 

40 
38-44 

40 
38-43 

39 
38-42 

39 
37-42 

38 
37-41 

38 
36-41 

38 
36-40 

37 
35-39 

36 
35-39 

42 
40-46 

42 
40-45 

41 
39-45 

41 
39-44 

40 
38-44 

40 
38-43 

39 
37 — 42 

38 
3?-41 

38 
36-40 

37 
36-40 

37 
35-39 

36 
35-38 

36 
34-38 

35 
34-37 

34 
33-36 

34 
33-36 

41 
39-44 

40 
38-43 

40 
38-43 

40 
38-42 

39 
37-41 

38 
36-41 

37 
36-40 

37 
35-39 

36 
34-38 

35 
34 — 37 

34 
33-36 

34 
33-36 

33 
32-35 

33 
32-34 

32 
31-33 

31 
31-33 

40 
38-43 

39 
37-42 

38 
37-41 

38 
36-40 

37 
36-40 

36 
35-38 

36 
34-38 

35 
34-37 

34 
33-36 

33 
32-35 

32 
32-34 

32 
31-33 

31 
30 — 32 

30 
30-32 

30 
29-31 

29 
28-30 

39 
37-41 

38 
36-40 

37 
36-39 

37 
35-39 

36 
34-38 

35 
34-37 

34 
33-36 

33 
32-35 

32 
31-34 

31 
30-33 

31 
30-32 

30 
29-31 

29 
28-30 

28 
28-29 

28 
27-28 

27 
27-28 

37 
36 — 40 

36 
35-38 

36 
34-38 

3o 
34-37 

34 
33-36 

33 
32-35 

36 
35-38 

35 
34 — 37 

34 
33-36 

34 
33-36 

33 
32-34 

32 
31-33 

22 

24 

26 

28 

30 

32 

34 

36 

40 

42 

44 

46 

48 

50 

See note on page 458. 



NOTE FOR TABLE 2, SECTIONS I, II, III, AND IV 

NoxE. — The ratio shown in the first row for each test life is the 
theoretically appropriate ratio for a stabilized account growing at the 
indicated rate, calculated on the assumption that there is no disper- 
sion of asset, lives about the test life. The reserve ratio accepted 
under this procedure as theoretically appropriate is therefore higher 
than if it were corrected for the fact that some assets will be retired 
earlier and some later than the period of the test life. 

The range shown below each theoretical reserve ratio ind. icates the 
lower and upper limits of acceptable reserve ratios. The upper limit of 
the reserve ratio range is that reserve ratio which would result if all assets 
were held for a period 20 percent longer than the test life. The lower 
limit of the reserve ratio range is the ratio which would result if all 
assets were held for a period 10 percent shorter than the test life. As 
in the case of the theoretically appropriate ratios, the ranges accepted 
are at a higher level than would result were dispersion of lives taken 
into account in the calculations. The ratios shown are rounded to the 
nearest percent ' and will depart from mathematically calculated 
values to that extent. 
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TABLE 3. — Adjustment Table for Class Lives 

Justifying a shorter class life by low 
reserve ratio ' 

Lengthening thc class life in cases 
where reserve ratio test is not met 2 

Class life used in 
the preceding 
taxable year 

Appropriate 
class life 

3-year average 
class life 

Appropriate 
class life 

3 

5 
6 

I 7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
18 
20 
22 
24 
26 
28 
30 
32 
34 
36 
38 
40 
42 
44 
46 
48 
50 

2. 5 
3. 5 
4 
5 
6 
7 
7. 5 
8. 5 
9 

10 
]1 
12 
13 
13. 5 
15. 5 
17 
18. 5 
20. 5 
22 
24 
25. 5 
27 
29 
30. 5 
32. 5 
34 
35. 5 
37. 5 
39 
41 
42. 5 

3 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
18 
20 
22 
24 
26 
28 
30 
32 
34 
36 
38 
40 
42 
44 
46 
48 
50 

4 
5 
6. 5 
7. 5 
8. 5 

10 
11 
12. 5 
14 
15 
16 
17. 5 
19 
20 
22. 5 
25 
27. 5 
30 
32. 5 
35 
37. 5 
40 
42. 5 
45 
47. 5 
50 
52. 5 
55 
57. 5 
60 
62. 5 

' See section 3. 03(a) of Part II of this Revenue Procedure. 
2 See section 6. 02 and section 6, 03(a) of Part II of this Revenue Procedure. 



Appendix I 

FORMULAE USED IN CALCULATING RESERVE 
RATIOS ANB THE RESERVE RATIO RANGE ' 

Revenue Procedure 62 — 21 may be applied in connection with exami- 
nations of depreciation computed under several generally used methods, 
including the (1) straight line, (2) double declining balance, (3) 150 
percent declining balance, and (4) sum of the years-digits methods. 

The straight line method prorates the cost of the asset over its life 
uniformly. ' If the asset is depreciated over %years, the depreciation 

1 
taken is & times the asset cost in each year. 

The double declining balance method permits depreciation equal to 
2 . — times the undepreciated cost of the asset. The 150 percent method 8 

1. 5 
is similar. Under it the depreciation deduction is ~ times the un- 

depreciated cost of the asset. 
The sum of the years-digits method of depreciation permits depre- 

ciation in each year at a rate equal to the remaining life of the asset 
divided by the sum of all the years' digits corresponding to the esti- 
mated useful life of the asset. 4 

The cumulative total of all depreciation claimed on an asset will be 
shown in the depreciation reserve. For a single asset the relationship, 
R, between its depreciation reserve and the basis of the asset is given 
by the following formulae in which N is the useful life estimate used in 

' This appendix to the tables explains the formulae which were used in com- 
puting the appropriate reserve ratios and the reserve ratio ranges. The indicated 
formulae may be used to calculate appropriate reserve ratios and the reserve 
ratio ranges for test lives and rates of growth for which values are not shown. 

2 Throughout this discussion it is assumed that salvage is zero. 
2 ' In the first full year the depreciation allowed is — times the asset cost' the N 

2 r' 2X second year the depreciation allowed is — 
pl 

— — ) times the asset cost' the third I 

year the depreciation is — 
pl 

— — — — ( I — — ) ) times the asset cost etc. N( N N( N)) 
4 Mathematically stated, the sum of the years-digits method permits depreciation 

equal to times the cost of the asset in the first year, 
2N 2(N-1) 

' N(N+I) times the 

cost of the asset in the second year, in the third year, etc, 
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Reserve ratio for items depreciated for h years 

R, (k, N)= 2N 
2k — 1 for k=1, 2, 3. . . N Straight line s 

computing depreciation and 1c is the number of years for which depre- 
ciation has been claimed: 

Method of 
depreciation 

Double declining 
balance 

R, (k, N) =1 — 1-- 
for k= N+1, N+2 . . 

for k= 1, 2, 3 . 

150 percent declin- 
ing balance 

. 75~/ 1. 5%a & 

Rs(k, Ã) =1 — 1 — — ')(1 — 
N) for k=1, 2, 3. 

Sum of the years- 
digits ' R (k N) 

(2k — 1) (N+ 1) — ks 

N(N+ 1) 
fork=1, 2, 3. . . N 

for k=N+1, N+2 . 

For example, if the asset is depreciated over 10 years on the sum of 
the years-digits method, the reserve ratio at the end of the Q'th year 
of use will be: 

R 5 10 
((2)(5'I — 1)(11) — 25 74 

(10) (11) 110 

In developing these formulae it was assumed that the taxpayer follows 
thc convention of taking half a year's depreciation on assets acquired 
during the year. 

The reserve ratio for a group of assets purchased in several years 
is the average of the reserve ratios, R, corresponding to assets acquired 
in each year appropriately weighted by investment in that year. If 
each year's acquisitions exceed the previous year's acquisitions by a 
constant proportion, i, and assets from the T previous years prior to the 
present are included in the group, the weighted average reserve ratio, 
W, for the group is given by the following formula: 

T 
R;(Lc, N)(1+i)~ ~ 

Wt r(i, N) 

(1+i) v — I 
k=1 

In this formula j is an index which refers to the different deprecia- 
tion methods; for j=1 the formula for W gives reserve ratios for the 
straight line method; for j=2 the formula for W gives reserve ratios 
for the double declining balance method, and so forth. As T indi- 
cates the number of years for which acquisitions are included in the 
group, it also represents the period over which assets are replaced. 

s The formulation here indicates the cumulative depreciation reserve against a 
single item being depreciated. For the first N years the reserve increases as more 
depreciation is charged annually. After N years the property is fully depreciated, 
, no further deductions are claimed, and the reserve equals 1. 
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The formula is based on the assumption that acquisitions increase 
at a rate i. This assumption implies that the asset account as a 
whole will grow at a rate i, . Therefore either the rate of growth of 
assets or the rate of growth of acquisitions may be used in the formula. 

The appropriate reserve ratios shown in the Reserve Ratio Table 
(Table 2) are computed according to the formula for W assuming that 
T, the replacement period, is equal to N, the period of years over 
which assets are depreciated. To calculate the reserve ratio range, 
. 9N and 1. 2N were calculated to determine periods 10 percent shorter 
and 20 percent longer than the depreciation period. Values were 
obtained for the reserve ratio for the integral values of T just greater 
and just below . 9N and 1. 2N. The lower limit and the upper limit 
of the reserve ratio range were then obtained by interpolating between 
the four calculated values of the reserve ratio. 

The following example of how the reserve ratio is calculated in a 
specific case illustrates the derivation of the formula. Assume the 
depreciation period is 5 years and that depreciation is taken on the 
double declining balance method. Assume also that the account has 
been growing at 5 percent and that assets are replaced after 6 full 
years of use. The company's property accounts would therefore con- 
tain investments made in the current year and 5 prior years. (Those 
investments made in the sixth prior year are all retired during the 
year. ) 

Year 
0 
1 
2 
3 
4 
5 

TOTAL 

Proportion of the 
cost depreciated 
Rp(6, 5) =. 938 
Rs(5, 5) =. 896 
R, (4, 5) =. 827 
R2(3, 5) =. 712 
Rs(2, 5) =. 520 
Rx(1, 5) =. 200 

Cost of 
aequi si- 

tions 
. 952 

1. 000 
1. 050 
1. 102 
1. 158 
1. 216 

6. 478 

Total 
deprecia- 
tion re- 

serve 

. 893 

. 896 

. 868 
, 785 
. 602 
. 243 

4. 287 

4. 287 The reserve ratio will then be '4 or . 662. As the replacement 6. 478 
period of 6 years used in this example is exactly 20 percent greater 
than the period used in estimating depreciation, the . 662 ratio is the 
upper limit of the reserve ratio range for a test life of 5 years and a rate 
of growth of 5 percent. In general, values of upper and lower limits 
of the reserve ratio range were calculated by similar applications of 
the general formula for W, using suitable values of T for each value of 
N as described in the preceding paragraph. 



Appendix ll 
Questions and Answers ' 

GENERAL APPROACH 
1. Question: 

Do the new guideline lives represent a liberalization of the depreci- 
able lives contained in Bulletin "F" or of the depreciable lives actually 
used at present? 

Answer: 
Both. Because the guideline lives pertain to large classes of assets 

rather than to individual items, it, is possible in prescribing these 
guideline lives to take into account technological changes and other 
economic factors which aFect the useful life of assets~to a greater 
extent than was possible in prescribing the lives contained in Bulletin 
"F". Similarly, because it is di%cul~t for any taxpayer to show the 
eA'ect of technological change, etc. , on the life of an individual asset, 
the guideline lives tvill permit a~ sho~rtening of depreciable lives actually 
used a. t present. 

Thus, the new guidelines are subst:intially shorter than the Bulletin 
"It" lives, and, four most: taxpayers, are shorter than the lives presently 
being usecl. 
2. Question: 

)Von't these new guideline livt 3 soon bcconie oiit of date as is the 
case with the present, Bulletin "1»u '& 

Ansuier: 
It is expected that these new guideline lives will be reviewed peri- 

odically to insure that they keep liace tvitb techiiological developments 
and other factors which result, in property becoming obsolete a. t a 
faster rate than expected. The guidelines will be easier to keep 
up to date than Bulletin "It" because they deal with broad classes of 
assets rather than with thousands of individual items. 
3. Question: 

At present, depreciation is based on the useful life of property in 
the taxpayer's own trade or business. IIow does this depreciation 
reforin a8ect this approach? 

Ansuter: 
The depreciation reforiii retains this approach. Every taxpayer 

should continue to base his depreciable lives on his own best, estimate 
of the period of their use in his trade or business. The new reform 
provides guideline lives, based on analyses of statistical data and engi- 
neering studies and assessnients of. current and prospective techno- 
logical advances, for each industry in the United States. The 
guidelines which have been developed are felt, to provide reasonable 
standards for taxpayers in the various industries and if used will 
be presumed to be acceptable unless subsequent events show that, they 

~ Questions and answers 1 — 42 were pnbiisbed as part of Rerenne Procedure 32-21. I. R. II. 19a2-30, 6; 4&30 were announced separately in Announcement u2-34, I. it. u. 
Iad2 — 40, 33. 
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are not appropriate for a particular taxpayer's circumstances. Of 
course, to no extent do the new guidelines foreclose a taxpayer from 
using even shorter depreciable lives if his particular retirement and 

replacement practices are more progressive than those of the industry 
of. which he is a part. Thus, under the depreciation reform, deprecia- 
tion continues to be based on the concept of useful life of property 
to the taxpayer. However, wider latitude is provided for the tax- 
payer in making his own best estimate of useful life, and objective 
standards are provided wherever possible for determining when the 
taxpayer's estimate should not be disturbed. 
4. Question: 

If this depreciation reform does not alter the useful-life approach 
to depreciation, how does it provide for shorter lives and elimination 
of controversy & 

Answer: 
The depreciation reform provides for shorter lives first by pro- 

viding new up-to-date guideline lives for classes of assets in lieu of. 
the average lives for individual assets set forth in Bulletin "F", and 
second by placing greater emphasis on the economic life of' property 
to the taxpayer rather than its physical life. The reform will elimi- 
nate controversy by giving greater leeway to taxpayers in estimating 
lives, by making adjustments by examiners largely dependent on 
objective standards rather than individual judgments, and by the use 
of guidelines for broad classes of assets rather than myriads of individ- 
ual items. 
$. Question: 

Will this depreciation reform help only the taxpayer who has lagged 
in his replacement practices or will it also help the taxpayer who has 
been following progressive replacement practices ~ 

Ansuer: 
Unquestionably the depreciation reform will benefit all taxpayers, 

although in difierent ways. As to those taxpayers who have been 
following more progressive replacement practices, so as to entitle them 
to continue using lives shorter than the new guidelines, the principal 
benefit of the reform lies in the elimination of controversy over what 
lives are proper. In addition, the Reserve Ratio Table will provide 
objective guides for establishing that a taxpayer is entitled to use 
even shorter lives than he has used in the past. Moreover, the progres- 
sive taxpayer may use even shorter lives if they are justified by all 
the facts and circumstances. 
6. Question: 

Will this depreciation reform help the small taxpayer as well as 
the large corporation & 

Answer: 
There are a number of aspects of the depreciation reform which 

will benefit the small taxpayer. First, there is the level at which 
the new guideline lives are set. These are substantially lower than 
the lives prescribed as a guide in Bulletin "F". Therefore, all small 
taxpayers who heretofore have relied on Bulletin "F" in setting useful 
lives for some or all of their assets will benefit from the new lower 
guideline lives. Second, there is the use of the reserve ratios to show 
that useful lives even shorter than the guideline life are justified. 
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This should be especially helpful to small taxpayers since in the case 
of a small taxpayer such things as variations in asset mix, technological 
innovations, and purchases of some used assets are likely to have a 
greater impact on the proper life to be used in the future than in the 
case of a large taxpayer, yet the small taxpayer might well find it, 
difIicult to establish precisely what that impact will be. Third, the 
opportunity to support lives shorter than the guidelines by reference 
to the facts and circumstances of the particular case will be of special 
benefit to the small taxpayer. This will permit recognition of devia- 
tions from industry-wide norms that, are likely to occur in connection 
with small taxpayers. Fourth, the elimination of so-called "penalty 
rates" should be of major importance to the small taxpayer. Fifth, 
the transition rule for applying the reserve ratio test should be of 
special significance to those smaller taxpayers whose reserves have 
become unreasonably high because their past retirement and replace- 
ment practices have not conformed with the lives which they usecl for 
depreciation purposes. This transition rule will enable thein to ob- 
tain the funds with which to adopt more progressive replacement 
practices. Finally, since use of the Revenue Procedure is optional, 
those small taxpayers desiring to remain under established procedures 
may continue to do so. 
7. Question: 

In the case of a taxpayer who uses lives equal to the guideline 
lives, but fails to replace assets consistent with such lives, do the new 
guidelines and the reserve ratio test merely postpone for a number 
of years the controversy that exists today & 

Answer: 
Even though in some cases lives used by taxpayers may be length- 

ened to a point above the new guideline lives, there are several im- 
portant reasons why this will not result in the controversies that are 
present today. First, a taxpayer using' the new guidelines will not be 
challenged unless and until his depreciation reserves a, re unreasonably 
high as compared with his depreciable assets. This removes the ques- 
tion of when to challenge lives from the ambit of the individual 
examiner's judgment, and makes it subject, instead to objective arith- 
metic standards, thus eliminating one of today's major areas of dis- 
pute and also achieving uniformity in the treatment of taxpayers. 
Second, where the lives used by a taxpayer are lengthened, the new 
lives will generally be determined objectively by the use of an ad- 
justment table and thus will no longer be a matter of individual 
judgment, The fact that some taxpayers may in the future be required 
to use lives longer than the guidelines should not result in any signifi- 
cant controversies. 
8. Question: 

In prescribing new guideline lives, does the depreciation reform 
merely shift the area of dispute from the question of useful life to 
the question of salvage & 

Ansuier: 
No. If the class life being used by the taxpayer for all assets in a 

single guideline class is eqiial to or longer than the guideline life, 
theri neither the lives nor the salvage used for individual items will 
be disturbed under the Revenue Procedure. If the class life, which is 



of course based on both the lives and any salvage used by the taxpayer, 
is shorter than the guideline life, it may be justified either by the ob- 
jective tests provided or by all the facts and circumstances. Once 
justified, the class life, including the salvage, will not be disturbed 
in subsequent years so long as replacement practices are thereafter 
consistent with that life. 
9. Question: 

How does this guideline approach compare with the Canadian ap- 
proach to depreciation? 

Ansuer: 
The guideline approach of t, he Revenue Procedure avoids the rigid 

ity of the Canadian system, The guideline approach permits tax- 
payers to use lives shorter than the guideline lives whereas the Cana- 
dian system does not permit the use of lives shorter than the prescribed 
lives, regardless of a taxpayer's retirement and replacement practices. 
In addition, unlike the Canadian system, this reform provides a sep- 
arate class for production machinery and equipment in each different 
industry. This permits obsolescence and other factors which affect 
the economic lives of assets to be taken into account in accordance with 
the facts relating to the particular industry. 
10. Question: 

Will the new Revenue Procedure result in immediate changes in 
the organizational structure of the Internal Revenue Service for the 
handling of depreciation issues or questions? 

Answer: 
No immediate organizational changes are contemplated. Detailed 

instructions will be issued and special training courses are planned 
for all technical personnel concerned with depreciation matters to 
ensure uniform application of. the depreciation reform. In addition, 
the Internal Revenue Service will watch closely progress in operating 
under the new Procedure with a view to introducing organizational 
or procedural changes where necessary to assure efFective adminis- 
tration. 
GUIDELINE LIVES 
11. Question: 

If some assets are used for a period of years longer than the 
guideline life, will the taxpayer be required to lengthen the life used 
in depreciating those assets or in depreciating assets which eventually 
replace those assets? 

Answer: 
No. It is to be expected that some assets will be held longer than 

the guideline life. The guideline life is an overall life for a class 
which will include assets having a wide range of lives. The fact that 
a number of assets are held for periods longer than the guideline life 
does not in itself mean that the guideline life is inappropriate. 
12. Question: 

Will a taxpayer be permitted to prove a life shorter than the 
guideline life for those assets which have a shorter life and use the 
guideline life for the other assets in that class? 



Answer: 
No. In comparing the lives used by the taxpayer with the 

guideline lives, the class life being used for a guideline class must 
be determined with reference to the lives of all of the assets in that 
class. This is tlie only way that the new guideline lives will provide 
an eRective test. Otherwise, the taxpayer would demonstrate shorter 
lives for all the shorter-lived assets falling within a class, and would 
use the guideline life for all his longer-lived assets. This would defeat 
the purpose of the broad class approach which is based on an overall 
guideline life for a class containing assets having a broad range of 
lives, 
18. Question: 

Will a taxpayer who uses the new guideline lives be permitted to 
do so indefinitely & 

Answer: 
A taxpayer using lives equal to or longer than the guideline lives 

will not be challenged at any time so long as his retirement and re- 
placement practices are consistent with the lives being used. This 
consistency may be demonstrated by the reserve ratio test as well as 
by presently established procedures. In any event, the taxpayer will 
not begubject to challenge for at least the first 8 taxable years to which 
the ne% Revenue Procedure applies. 
14. Question: 

If a taxpayer wishes to continue using a class life longer than the 
guideline life for several years after the Revenue Procedure becomes 
eRective, will he in later years be permitted to use the guideline life) 

Answer: 
Yes. 

15. Question: 
It appears from the Revenue Procedure that a taxpayer may re- 

group his assets in classes corresponding to the guideline classes, in 
order to facilitate comparing the class lives with the guideline lives 
and applying the reserve ratio test. Does this regrouping constitute 
a change in method of. accounting which requires the consent, of the 
Commissioner of Internal Revenue i 

Answer: 
The regrouping of assets is not considered a change in method of 

accounting. Therefore the consent of the Commissioner is not 
required. 

16. Question: 
Will the same method of computing depreciation (straight-line, 

declining balance, sum-of-the-years digits) have to be applied with 
respect to all assets falling within a single guideline classy 

Answer: 
No. The taxpayer may use difFerent methods of computing depre- 

ciation for difFerent assets falling within a single guideline class pro- 
vided that each method of depreciation is proper for the asset being 
depreciated. Thus, for example, the taxpayer may use the double- 
declining balance method of depreciation for the assets which he ac- 
quires new, and the straight-line method for those he acquires used. . 
However, in order to compute the class life used for the assets in a 

674924' — 68 — 81 



guideline class for the purpose of comparison with the guideline life, 
it may be necessary to compute depreciation for all the assets in the 
class on a straight-line basis. It is to be emphasized that tliis straiglit- 
line figure is used only to deterininc the weighted average of the lives 

being used by the taxpayer and that it has no bearing on the actual 
method of depreciation that may be used. 

17. Question: 
YVhere a taxpayer uses a class life equal to the guideline life, must, 

that same life be used consistently & 

Answer: 
This Revenue Procedure does not change present regulations. Un- 

der section 1. 167(a) — 1(b) of the regulations, a taxpayer may modify 
depreciable lives for any taxable year in the light of conditions exist- 
ing at the end of that year. 
18. Question: 

How clo the new guideline lives apply with respect to assets acquired 
used? 

Answer: 
The guideline lives measure the expected useful economic lives of 

assets acquirecl new. It is not, possible to prescribe guidelines for used 
assets since the useful life of any used asset depends upon itsxge at 
the time it is acquired. However, the fact that a taxpayer ha~ sub- 
stantial amount, of used assets in a guideline class would be taken into 
account as a factor denionstrating that a life shorter than the guide- 
line life may be justified for that class. 

RESERVE RATIO 
19. Question: 

Apart, from establishing that a taxpayer's reserve ratio fails within 
the range of acceptable reserve ratios, what use can be made of the 
reserve ratio test set forth in section 5 of Part II of the Revenue 
Procedure I 

Ansuier: 
The reserve ratio test, will be useful to a taxpayer as an indication 

of whether his retirement, and replacement practices are consistent, 
with the class life being used. A. taxpayer will be able to determine 
from the trend of his ieserve ratios for successive years whether his 
practices are as progressive as he may believe them to be. Thus, the 
reserve ratio test will provide the taxpayer with information which 
may be useful in the making of business decisions as well as infor- 
mation which will be useful for tax purposes. 
20. Question: 

Can a taxpayer whose reserves are high for the first taxable years 
to which this Revenue Procedure is applicable use a class life equal 
to the guideline life & Under what circumstances will he be permitted 
to continue using that life i 

Answer: 
In order to give every taxpayer the opportunity to bring his prac- 

tices into line with the new guideline lives, he will be allowed to iise 
the new guidelines regardless of his present reserve ratios. He wil] 
be given a period of years up to a full replacement cycle to briiig 
his reserves to an acceptable level, providing that the reserves 
moving toward this level during this period. 
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2I. Question: 
Isn't it normal to have fluctuations in the ratios of depreciation re- 

serves to depreciable assets& Will these ordinary fluctuations result 
in a failure to meet the reserve ratio test'f 

Answer: 
It is normal to have a certain amount of fluctuation in depreciation 

reserve ratios. IIowever, the Reserve Ratio Table has been devised 
to take this into account. The table provides a broad range for accept- 
able reserve ratios. This range is designed to provide a substantial 
amount of leeway before the ratio of a particular taxpayer will be 
considered unreasonably high. 
22. Question: 

Suppose that the assets in a guideline class are actively used on the 
average for a period equal to the guideline life, but thereafter some 
are retained on a standby status instead of being retired. Will this 
result in the accumulation of unreasonable depreciation reserves so 
that the taxpayer eventually will fail to meet the reserve ratio test & 

Answer: 
The reserve ratio ranges have been designed to provide a substan- 

tial amount of leeway to the taxpayer. Thus, a taxpayer will be able 
to continue to meet the reserve ratio test even though he retains some 
equipment on a standby basis. If the reserve ratio of a taxpayer 
retaining standby equipment fails to meet the reserve ratio test, the 
taxpayer has the opportunity to demonstrate that the class life used 
is appropriate on the basis of all the facts and circumstances. 
28. Question: 

What will cause the depreciation reserves for a guideline class 
to become unreasonably high & 

Answer: 
The reserves will become unreasonably high if a taxpayer's re- 

tirement and replacement practices are not consistent with the class 
life being used for depreciation purposes. Underlying factors causing 
this inconsistency might include (1) that, the taxpayer's asset com- 
position for a guideline class is not typical of the industry as a whole 
but consists primarily of assets with useful lives which are longer than 
the class life being used by the taxpayer, (9) that the taxpayer is leas- 
ing a substantial amount of assets having useful lives shorter than the 
class life used by the taxpayer for the guideline class into which the 
leased assets would fall if they were owned by the taxpayer, and (3) 
that the taxpayer is retaining and continuing to depreciate (in a 
multiple-asset account) assets which no longer are being used in the 
trade or business. 

In addition, high reserves may be caused by the fact that a guide- 
line class contains relatively few assets, most of which are nearing 
the end of their useful lives. ' This could be true even where the tax- 
payer's retirement and replacement practices are consistent with the 
class life used. In such a case, the high reserves could readily be 
explained and the class life used by the taxpayer could still be justi- 
fied on the basis of the taxpayer's retirement and replacement practices. 
24. Question: 

If the Reserve Ratio Table indicates that a taxpayer has un- 
reasonably high depreciation reserves, will the lives used by the tax- 
payer automatically be lengthened & 
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Ansuer: 
Xot automatically. Unreasonably high depreciation reserves may 

be an indication, as under present practice, that the lives used by 
a taxpayer should be lengthened. However, the taxpayer will ahvays 
be permitted to show, by the use of established procedures, that his 
retirement and replacement, practices are consistent with the lives 
being used. 
25. Question: 

If the taxpayer's reserve ratio would not be considered unreasonably 
high for the year under examination, may the examiner take into 
account, in examining that year, the fact that the reserve ratio be- 
conies unreasonably high in a yeai intervening between the year under 
examination ancl the time of audit! 

Answer: 
Xo. The examiner should be concerned only with the reserve ratio 

for the year under examination. The fact that the reserve ratio 
becomes unreasonably high in a subsequent year will not, be considered 
in connection with an eai lier year that may be uncler examination. 
28. Question: 

If a taxpayer uses the guideliiie life for a class of assets but &loes 
not retire or replace assets consistent with that life, he will accumulate 
a high depreciation reserve. If tliat taxpayer subsequently is required 
to use a class life longer than the guideline life, would the depreciation 
reserve have to return to normal before he would again be permitted 
to use the guideline life i 

Answer: 
This taxpayer could use the guideline life again as soon as he could 

show that his retirement and replacement practices were consistent, 
with the giiideline life. This consistency could be demonstrated in 
either of two ways: The first ivould be on the basis of all the facts 
and circumstances. The second would be if the taxpayer's reserve 
ratio declinecl to the point where it. caiiie within the reserve ratio range 
for the lengthened class life. Thus, the taxpayer would not have to 
"ivork o8" the entire amount of the excessive deprecia. tion previously 
deducted before again being permitted to use the guideline life. 
27. Question: 

What does the theoretically appropiiate reserve ratio incan i 
Answer: 

The theoretically appropriate re. erve ratio is the ratio of accumu- 
lated clepreciation reserves to the total basis of the assets in a guideline 
class which results when the taxpayer for more than a replacement 
cycle has followed policy of adclitions to and retIrements from that 
class consistent ivith the class life used. 
28. Question: 

What do the upper and lower limits of the reserve ratio ranges 
represent l 

Answer: 
The upper limit, of the reserve ratio range is the reserve ratio for 

a taxpayer's guideline class ivhich would result if the assets in tliat 
class were used for a, period oo percent longer than the class life 
used by the taxpayer. The loiver limit of the reserve ratio raiige is tlie 
reserve ratio tor a. taxpayer's guideline class which would result if 
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the assets were used for a period 10 percent shorter than the class life 
used by the taxpayer. 
29. Question: 

How does the Reserve Ratio Table account for the fact that the 
timing of retirement of assets is dispersed about a class life, so that, 

' 

some assets are retired after a period of time shorter than the class 
life used by a taxpayer while other assets may last considerably longer' 
than that life! 

Answer: 
In practice, retirements in any guideline class will be dispersed 

about the class life used by the taxpayer. However, the theoretically 
a'ppropriate reserve ratios in the table are based on the assumption 
that there is no dispersion in the retirement of assets, i. e. , that all 
assets are retired exactly when they ape to the class life used. This 
assumption is necessary because the dispersion factor for every tax- 
payer is difFerent and it is therefore not feasible to take this factor 
into account. 

Were a dispersion factor included in the mathematical computation 
of each appropriate reserve ratio, the resulting ratios would be 
smaller than the tabulated ratios in all cases. The upper and lower 
limits of the reserve ratio ranges would also be lower than indicated 
in the table. Thus, the efFect of disregarding the dispersion factor 
is to provide an additional margin of leeway respecting the range of 
acceptable reserve ratios. 
80. Question: 

During the past decade, the cost of depreciable equipment has 
risen substantially. How does the Reserve Ratio Table take into 
account this fact that, prices have been rising& 

Ansuer: 
The structure of the Reserve Ratio Table automatically com- 

pensates for past inflation. This is true because inflation causes 
both the taxpayer's reserve ratio and the appropriate reserve ratio 
range to decline. The taxpayer's reserve ratio falls because his 
relatively more expensive, recently-acquired assets have had little 
depreciation charged against them, whereas relatively more deprecia- 
tion has been charged against the older, less expensive equipment. 
Rising prices will also automatically push up the dollar basis of 
depreciable property, thus increasing the indicated rate of growth 
and lowering the appropriate reserve ratio range. 
MISCELLANEOUS ASPECTS 
81. Question: 

If a taxpayer wishes to use lives longer than the guideline lives, 
consistent with his replacement policy, will losses incurred on retire- 
ments be disallowed on the ground that depreciation based on the 
shorter guideline life was "allowable" (within the meaning of sec- 
tion 1016(a) (9) of the 1054 Code) even though it, was not claimed 
by the taxpayer. 

Answer: 
No. The new lives are only guidelines. They will not be used to 

determine what is the "allowable" amount of depreciation. The tax- 
ayer should claim the amount of depreciation that is appropriate 
or his own trade or business. He is not required to use the guidelines 
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if he feels that they are too short to refiect his actual retirement and 
replacement practices. 

However, if artificially long lives are assigned to assets for the 
purpose of manipulating the depreciation deduction, an adjustment 
to basis under section 1016(a) (2) of the Code may be made for the 
depreciation properly "allowable" in the past even though it was 
not claimed and allowed. Present law is not changed in this respect 
by this depreciation reform, 
88. Question: 

If a taxpayer's reserve ratio is below the lower limit, it is probable 
that the taxpayer is entitled to use shorter depreciable lives. Is this 
low reserve ratio an indication that the taxpayer has taken too little 
depreciation in the past and that the basis of the property should be 
reduced for depreciation which was "allowable" even though not 
claimed by the taxpayer i 

Ansuer: 
No. The taxpayer's reserve ratio is not an indication that deprecia- 

tion not taken was "allowable" under section 1016(a) (2). The rules 
concerning the application of section 1016(a) (2) are not afi'ected by 
the Revenue Procedure. 
88. Question: 

Questions often arise as to whether particular expenditures are de- 
ductible expenses or are capital expenditures which should be recov- 
ered through depreciation. How does this depreciation reform afi'ect 
the resolution of these questions & 

Answer: 
The depreciation reform does not affect the classification of expen- 

ditures as capital or expense. Questions in this area must be resolved 
on the basis of presently established principles. The depreciation re. — 

form afi'ects only those expenditures which are properly chargeable. to 
capital and recoverable through depreciation deductions. 
N. Question: 

How will retirements of assets be treated. under the depreciation 
reform & 

Answer: 
The depreciation reform does not change the regulations dealing 

with the proper treatment of retirements of assets, how to determine 
whether a retirement is normal or abnormal, etc. The treatment, of 
retirements will continue to be determined under the regulations under 
section 167. Thus, if a taxpayer is using a method of accounting 
under which no gain or loss is recognized at the time of a, normal re- 
tirement of an asset from a multiple-asset account, the taxpayer may 
continue to use this method after the publication of the depreciation 
reform so long as this method clearly refiects income. If a taxpayer 
is using a method of accounting, as to either item or multiple-asset 
accoun~ts, under which gain or loss is recognized upon disposition, 
then gain or loss will continue to be recognized under the present 
regulations applicable to the item or multiple-asset accounts. 
85. Questio~: 

Section 167(d) and the regulations thereunder provide that, the 
taxpayer and the district director may enter into an agreement as to 
the useful life of any property, and that the agreement shall be 
binding until such time as new circumstances come into existence 
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After the publication of the depreciation reform, will taxpayers be 
permitted to modify these agreements? 

Answer: 
The adoption of the depreciation reform itself will be considered 

as a new factor which justifies a taxpayer in modifying any agree- 
ment previously made. Thus, if the taxpayer wishes to modify an 
agreement previously made, he should notify the district, director in 
accordance with the regulations under section 167 (d) . 
86. Question: 

Under the Revenue Procedure, the use of the same life in computing 
the depreciation deduction and in computing the depreciation shown 
on the books of account and financial statements is considered a 
significant factor in justifying a class life shorter than the guideline 
life. Does the significance of this factor vary according to the 
circumstances of the casei 

Answer: 
Yes. This factor is significant in the case of a publicly-held 

corporation since the depreciation shown on the books of account and 
financial statements is published and has independent importance to 
stockholders and other persons outside the management of the 
corporation. In the case of' a corporation which is not, publicly held, 
the booking factor is also significant where the figures shown on the 
books of account and financial statements have independent impor- 
tance to persons other than the owners of the corporation, such as 
lending institutions and fiduciaries for employee profit-sharing plans, 
The booking factor would be less significant in the case of a closely- 
held corporation where the books of account and financial statements 
are not relied on by persons outside the corporation. Since regulated 
public utilities may be required to use depreciable lives for book 
purposes that difi'er from those used in computing the depreciation 
deduction, their booking practice is not a significant factor. 
87. Question: 

If a class life used by a taxpayer is required to be lengthened because 
of a failure to retire and replace assets consistent with the life used, 
how much will the class life be lengthened & 

Answer: 
The life will be lengthened to the point where it refiects the tax- 

payer's actual retirement and replacement practices; it will not be 
lengthened so as to compensate for the fact that excessive depreciation 
may have been taken in the past. This will result in the elimination 
of the present so-caHed "penalty rates. " 
88. Question: 

If a class life used by a taxpayer is to be lengthened in accordance 
with the Adjustment Table for Class Lives, but the taxpayer maintains 
item accounts, how will the useful lives assigned by the taxpayer to 
each account be lengthened i 

Answer: 
The taxpayer will lengthen those item lives which he chooses to 

lengthen so long as the overall class life is not shorter than the appro- 
priate class life shown in the Adjustment Table. 
89. Question: 

Can a taxpayer who changes from the unit-of-production method 
of computing depreciation to a useful-life method. (expressed in 
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Procedure justify a class life shorter than the guideline life by the 
fact that the reserve ratio for the guideline class is low? 

Answer: 
AVhere the reserve ratio for a guideline class is lower than the 

lower limit of the appropriate reserve ratio range for that class, this 
fact will justify the use of a class life shorter than the guideline 
life only where the ratio refiects the retirement and replacement prac- 
tices of the taxpayer during a substantial period of years. Under 
section 8. 02(a) and section 8, 08(a) of Part II of the Revenue Proce- 
dure, the use of approximately the same class life for a substantial 
period of years is essential before the fact of a low reserve ratio 
becomes significant. Therefore, a taxpayer who changes from the 
unit-of-productio» method would not be able to justify a class life 
shorter than the guideline life by a low reserve ratio since he has 
not, previously been using a class life expressed in years. 
40. Question: 

How does the depreciation reform apply to a taxpayer using the 
retirement method of accounting or some other similar method? 

Answer: 
The new guidelines and the procedures for using them are not 

applicable to a taxpayer using the retirement method of accounting. 
A. ny taxpayer who wishes to change from the retirement method to 
a useful-lite method of depreciation must obtain consent from the 
Commissioner of Internal Revenue in accordance with the provisiors 
of section 446 (e) and the regulations thereunder' 
41. Question: 

How does the depreciation reform apply to aSliated corporations 
which file consolidated returns'& 

Answer: 
The new guideline lives and the reserve ratio test are to be applied 

to each corporation separately, regardless of the fact that the cor- 
porations are members of an aKliated group which is filing a con- 
solidated return. 
42. Question: 

How does the depreciation reform apply in the case of a partner- 
ship? 

Ansu, er: 
The new guideline lives an&1 reserve ratio test apply to the partner- 

ship as an entity. 
48. Question: 

footnote 20 in Revenue Procedure 62 — 21 indicates that fully- 
deIreciated assets used in a taxpayer's trade or business must. he 
ta en into account in computing the taxpayer's reserve ratio. How 
are fully-depreciated assets to be treated for other purposes, such 
as computing the amount of depreciation, the class life, and the rate 
of growth? 

Answer: 
The treatment of fully-depreciated assets for these other pur 

poses depends on the method of groupin«assets employed by fhe 
taxpayer. If the taxpayer uses accounts in which fully-depreciated 
assets maintain their identities, such as in item accounting or where 
assets are segregated by year of acquisition& then whe» any such asset 
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taken into consideration in computing depreciation, the class life, or 
the rate of growth. Thus, the basis of such fully-depreciated assets 
must be excluded from the total basis of the assets in the guideline 
class which is used to compute the class life and the rate of growth. 

On the other hand, if the taxpayer consolidates his assets on a per- 
manent basis into accounts corresponding to the guideline classes, 
these accounts should include all depreciable assets used in the tax- 
payer's trade or business, whether or not previously considered fully 
depreciated. This is because the assets in this type of multiple-asset 
account lose their individual identities and no particular item still in 
use can be considered as being fully depreciated. In this case, the 
assets previously considered as fully depreciated should be taken into 
consideration in computing the amount of allowable depreciation, the 
class life, and the rate of growth. 

Regardless of the taxpayer's method of grouping assets, however, all 
assets used in the taxpayer's trade or business which fall within a 
guideline class must be taken into consideration in computing the re- 
serve ratio for that class. 
44. Question: 

Section 2. 01 of Part III of Revenue Procedure 62 — 21 indicates 
that the port, ion of the basis of any asset in a guideline class which 
is subject to amortization under sections 168 or 169 of the 1954 
Code (or corresponding provisions of prior law) or is recovered by 
means of the additional first-year depreciation allowance provided by 
section 179 shall be excluded from the total basis of the assets in the 
class for the purpose of computing the taxpayer's reserve ratio. How 
are these amounts which are subject to section 168, 169, or 179 to be 
treated for other purposes, such as determining the class life and the 
rate of growth? 

Answer: 
These amounts should be excluded from the total basis of the 

assets in a guideline class for all purposes of Revenue Procedure 
62 — 21. However, only that portion of the basis of an asset which is 
subject to section 168, 169, or 179 should be excluded. The balance of 
the basis which is recoverable through normal depreciation allowances 
should be taken into account for purposes of applying Revenue Proce- 
dure 62 — 21. 
45. Question: 

In situations where Revenue Procedure 62 — 21 indicates that the 
taxpayer's depreciation deduction is not to be distributed, may his 
salvage estimate be adjusted & 

Ansuer: 
No. Under the rules of the Revenue Procedure, not disturbing the 

depreciation deduction claimed means accepting the judgment of the 
taxpayer as to both useful lives and salvage, as indicated in footnotes 8 
and 8 of the Revenue Procedure. Thus, if the taxpayer meets the 
conditions of the Revenue Procedure, his salvage estimates should not 
be challenged, regardless of whether he is using item or multiple-asset 
accounts. 
46. Question: 

Where Revenue Procedure 62 — 21 is being used, may assets be 
depreciated below a reasonable salvage value & 
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Answer: 
Section 1. 167(c) of the Income Tax Regulations provides that 

". . . in no event shall an asset (or an account) be depreciated below 
a reasonable salvage value. " This provision is still fully effective. 
However, since the deternfination of a reasonable salvage value 
is a rnatter of judgment and estimate, Revenue Procedure 62-21 sets 
forth rules governing when the taxpayer's judgment as to the reason- 
ableness of the depreciation deduction claimed, including the reason- 
ableness of his salvage estimate, will not be challenged. Therefore, if 
the conditions of the Procedure are met, depreciation will not be dis- 
allowecl on the ground that the taxpayer~'s salvage estimate is not, rea- 
sonable. IIowever, the depreciation deduction claimed for an asset 
in the taxable year of its disposition may be governed by Revenue Rul- 
ing 62 — 92, C, B, 1962 — 1, 29. 
47. Question: 

Revenue Procedure 62 — 21 provides that if its conditions are met, 
neither the lives nor the salvage assigned by the taxpayer will be 
disturbed. If a taxpayer in the mining industry or the oil and gas 
industry meets the conditions of the Revenue Procedure, may he 
allocate the depreciation among the various mining or oil and gas 
properties in any way he sees fit '6 

Answer: 
Where a taxpayer meets the conditions of Revenue Procedure 62 — 2 

for not, having his depreciation disturbed, he has a great deal of 
latitude in determining the depreciation attributable to the indi- 
vidual assets in the guideline class, However, if a taxpayer in the 
mining or oil and gas industry allocates the depreciation for a guide- 
line class in an unrealistic manner solely for the purpo~se of 
avoiding the application of the ~~0-percent limitation on percentage de- 
pletion provided by section 618(a) of the 19M Code, the examining 
agent may challenge the depreciation allocated to the various minin~ 
or oil and gas pro~&erties, notwithstanding the fact that the taxpayer 
meets the conditions of the Revenue Procedure for that guideline ch;ss. 
In such a case, the examining agent may not challenge the overall class 
life used by the taxpayer, but he may question the allocation of the 
overall depreciation for tlae guideline class to the various depletable 
propert. ies. 
48. Question: 

Revenue Procedure 62 — 21 encourages taxpayers using item ac- 
counts to adopt multiple-asset. accounts corresponding to the guide- 
line classes. May a taxpayer who adopts such accounts change hi. - 
treatment, of retirements without, consent, of the Commissioner to 
conform to the underlying principles of accounting for multiple- 
asset accounts, that is, may the bases of normal re~tirements from 
the multiple-asset accounts be charged to the depreciation reserve ancl 
the salvage proceeds be creditec1 to the reserve, or should gain or 
loss be reported on these retirements as was required before the 
regrouping & 

Answer: 
Any taxpayer who regroups his assets into multiple-asset acco~u~ts 

on a permanent basis for purposes of facilitating the use of Reve 
nue Procedure 62 — 21 may use the, accounting pra~ctice uncler which 
the bases of normal retirements from multiple-asset accounts 
charged to the depreciation reserve and the salvage proceeds are 
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credited to the reserve so 'long as that practice clearly reflects income. 
Alternatively, such a taxpayer may use the practice of reporting all 
receipts from salvage as ordinary income so long as that practice 
clearly reflects income. See section 1. 167(a) — 8(e) (9) of the Income 
Tax Regulations. At the time the taxpayer regroups his assets into 
multiple-asset accounts, he may adopt either of these practices without 
securing the prior consent of the Commissioner. 
49. Question: 

Section 8. 0o, Part II of Revenue Procedure 69 — 21 provides in 
part that: 

where such class life was accepted on audit by the Internal Revenue 
Service under presently established procedures for examining depreciation 
(whether before or after the effective date of this Revenue Procedure), the de- 
preciation deduction claimed by the taxpayer for the assets in that class in any 
subsequent year based on that class life will not be disturbed if the taxpayer's 
retirement and replacement practices for that class are consistent with the class 
life being used. 

What constitutes "acceptance on a, udit by the Internal Revenue 
Service under presently established procedures for examining 
depreciation" & 

Answer: 
The class life used by a taxpayer will be considered to have been 

accepted on audit for purposes of applying the provisions of the 
Revenue Procedure in all situa, i, ions in which the audit report shows 
adjustments to depreciation or contains comments that the depre- 
ciation deduction was examined but not adJusted, or where otller 
specific evidence indicates that the depreciation deduction was ex- 
a, inined. If there is no specific evidence either in the audit report 
or elsewhere that the depreciation deduction was examined, or if 
there was no audit of the return, the class life used by the taxpayer 
will not be considered to have been accepted on audit. 

GUIDELINE CLASSES 

$0. Question: 
How are assets to be classified in the prescribed guideline classes 

where a taxpayer engages in more tlian one industrial or commercial 
activity l 

Ansuer: 
The assets falling within the guideline classes in Group One 

(guidelines for depreciable assets used by business in general) 
should first, be classified in the appropriate guideline classes contained 
in Group One. If the taxpayer is engaged in only one activity de- 
scribed in Group Two, Three, or Four, the remaining assets should be 
classified in the guideline class for that activity. If, however, the 
taxpayer is engaged in more than one activity, the assets used in each 
activity should be classified in the appropriate guideline class for 
that activity, except for the assets used in an activity which is con- 
sidered insubstantial for the purpose of applying Revenue Procedure 
6W2L An activity will be considered as insubstantial where the total 
basis of the assets used in that activity is less than three percent of the 
total basis of the assets used in all activities carried on by the taxpayer 

excluding assets which fall within the guideline classes contained in 
roup One). If an activity carried on by the taxpayer is considered 

insubstantial, the assets used in that activity should be classified in 



the guideline class for the activity whicli the insubstantial activity 
prim, irily serves or ivith ivliich it is most c1osely associated. 

'J'Jiese prbiciples»i;iy be illustrated by the follovving examples: 
(1) Corporation M mines coal anti iron ore and makes steel and 

steel products. Corporation M has the following assets, exclucling 
assets wliich f;ill iii the guideline classses contained in Group One: 

Assets usril in niining $000, 000 
Assets use&1 in steel making 1, 500, 000 

Total 2, 000, 000 

The assets used in mining shoulcl be classifiecl in guideline class;i of 
Group Two (mining — 10 years). The assets used in making steel and 
steel products should be classified in guideline class 19(a) of Group 
Three ( ferrous metals — 18 years) . 

(2) Assume that Corporation i%I also provides bowling alleys for 
its employees, and that the equipment used in connection with the 
bowling alleys has a basis of $50, 000. Since the total basis of the 
assets used in the bowling alleys is Jess than three percent of the total 
basis of the assets used in mining, steel inaking, and recreational fa- 
cilities, the recreation and ainuseme»t activity carried on by . . I Cor- 
poration will be considered to be insubstantial. If the bowling alJeys 
are used priniarily by employees who worl- i» Coiporation AT's steel 
plant, the equipment. used in the bowli»«alleys should be classified in 
Class 10(a) of Group Three (ferrous metals). 
51. Question: 

How should an item of production machi»ery or equipment be 
classified if it is used in the manufacture of. products connected 
with two or more guideli»e classes & 

Answer: 
It should be classifiecl accorcling to i(s primary use. The primary 

use of an asset, may be determi»eel in any reasonable manner. This 
principle may be illustrated by the foJJowi»g example: 

Corporation N makes metal stanipings souse of ivhich are sold 
for use in the iierospace i»dustry a»cl some of wliicli are sold for 
use in other activities. Corpor;itin» N has the followi»g assets, ex- 
cluding assets which fall in the guideline classes contained in Group 
One: 
Assets used onlv in making coniponent parts for the aerospace 

indus tl'y $600, 000 
Assets used only in malring other fabricated uietal products 400, 000 
Assets used both in mal-ing coiuponent liarts for the aerospace in- 

dustry and other fabricated nietal products 300, 000 

Total 1, 300, 000 
The assets used in making component parts for the aerospace inclustry 
should be classified in guideline class 1 of Group Three (aerospace 
industry — 8 years). The assets used in making other fabricatecl 
metal products should be c1assified in guicleline clas~s 6 of Group Three 
(fabricated metal pioducts — 19 years). The vario»s assets used in 
both activities sho»1d be classifiecl according to pi imaiy use either in 
guideline class 1 or 6 of Group Three. 
52. Question: 

IIow should equipine»ts silcli as power plant equipment, be cl;i:sj 
fied if it, services machineip falling in two or more diR'ere»t guideline 
classesi 
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Answer: 
Such equipment should be classified according to its primary use. 

Thus, if power plant equipment services machinery identified with 
two difFerent manufacturing activities, the total basis of the power 
plant equipment should be included in the guideline class which 
contains the production machinery which the power plant equipment 
primarily serves. The purimary use of such equipment may be 
determined in any reasonable manner. 
$8. Question: 

What rules should be applied where the primary use of an asset 
changes & 

Answer: 
Once an asset has been properly classified in a guideline class 

according to its primary use, it will generally continue to be 
classified in the same guideline class throughout the period of its use 
in the taxpayer's trade or business. However, if the primary use of 
an asset changes, the taxpayer has the option of continuing to classify 
the asset according to its original classification or of reclassifying it 
according to its new primary use. If the asset is reclassified, the 
basis and depreciation reserve attributable to the asset should be re- 
moved from the first guideline class and added to the total basis and 
total depreciation reserve for the second guideline class. 
$4. Question:- 

May difFerent groups of assets, each used in connection with a 
separate activity described in Group Two, Thrm, or Four be com- 
bined and treated as falling in one guideline class for the purpose 
of applying Revenue Procedure 69 — 91 i 

Answer: 
Assets used in one substantial activity should not be combined 

with assets used in another substantial activity for the purpose of 
applying Revenue Procedure 6291. The assets used in each sub- 
stantial activity fall in a separate guideline class. As indicated in the 
answer to Question 50, however, the assets used in an insubstantial 
activity are to be classified in one guideline class with the assets used 
in a, substantial activity. 
$$. Question: 

What rules should be applied where an insubstantial activity be- 
comes substantial or a substantial activity becomes insubstantial' 

Answer: 
If an insubstantial activity becomes substantial, the taxpayer has 

the option of continuing to classify the assets used in the activity 
in the same guideline class as theretofore, or he may establish a 
new guideline class for the activity by removing the basis of the 
assets used in that activity, and the depreciation reserves attributable 
to those assets, from the guideline class in which they have been classi- 
fied and placing them in a separate guideline class. 

Similarly, if a substantial activity becomes insubstantial, the tax- 
payer has the option of continuing to maintain a separate guideline 
class for the activity, or of transferring the assets used in that activity 
to the guideline class~ for the activity which the insubstantial activity 
primarily serves or with which it is most closely associated. 
$6. Question. 

If a building is constructed so that it is useful in only one par- 
ticular industry, is it a special-purpose structure ~ 
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Answerer: 

The fact that the use of a building is restricted by the manner in 
which it is constructed does not in itself make the building a special- 
purpose structure. A special-purpose structure is one which is an 
integral part, of the production process, and which is so closely 
associated with the equipment which it hou~ses. , supports, or serves that 
it would normally be replaced (entirelv or in large part) contenspo- 
raneously wi th that equipment. 
59. Question: 

What activities are considered "mining" for the purpose of apply- 
ing Revenue Procedure 62 — 21! 

Answerer: 

The activities which are consiclered to be "mining" for the purpose 
of computing percentage depletion will be considered to be "mining" 
for the purpose of classifying machinery and equipment, in guideline 
class 5 of Group Two (mining). Assets usecl in an activity of 
a type considered as mining shall be included in guideline class 5 
of Group Two even though the taxpayer is not entitled to a depletion 
allowance with respect to that activity. For example, if a taxpayer 
is operating a concentrating plant, the assets used in that activity 
should be classified in guideline class 5 even though the taxpayer cloes 
not have an economic interest in the mineral in place and thus is not 
entitled to a depletion allo~ance. 

COMPUTATION OF CLASS LIFE 

58. Question: 
How is the class life used by a taxpayer to be computed where 

he uses the double-declining balance or the sum-of-the-years digits 
method of depreciation with respect to some or all of the asscfs 
in a guideline class& 

Answer: 
As indicated in Revenue Procedure 62 — 21, the class life is com- 

puted by dividing the total straight, -line depreciation with respect 
to all assets in the guideline class into the total basis of all those 
assets. If the taxpayer is actually using the straight-line method of 
depreciation with respect to assets in the guideline class, the straight- 
line depreciation for the purpose of computing the class life is the 
same as the depreciation deduction claimed by t. he taxpayer. If the 
taxpayer is using the double declining balance method of depreciation 
with respect to any asset or multiple-asset account falling in the guide- 
line class, the straight-line depreciation with respect to that asset or 
account for the purpose of computing the class life is obtained by mul- 
tiplying the total basis of the asset or account by one-half the double 
declining balance rate useR by the taxpayer. If the taxpayer is using 
the sum-of-the-years digits method of depreciation with respect to any 
asset or multiple-asset account falling in the guideline class, the 
straight-line depreciation with respect to that. asset or account four the. 
purpose of computing the class life is the amount of depreciation that 
would be claimed as a deduction under the straight-line method if the 
remaining balance in the account (computed as if the taxpayer had 
been using the straight-line method) were spread over the remaining 
life of the account Zsed in computing depreciation under the sum-of- 
the-years digits method. For this purpose, the same amount of sal 
vage (if any) should be used in computing the straight-line 



481 

depreciation as the taxpayer used in computing depreciation under the 
sum-of-the-years digits method. 

The following examples illustrate the computation of the class life: 
(1) Taxpayer A uses the straight-line method of depreciation with 

respect to all assets falling within a guideline class and estimates 
that such assets have no salvage value. 

Cost (or 
basis) 

Life used 
(in years) 

Depreciation Actual 
rate depreciation. 

taken 

Machine A (item account). 
Machine B (item account) 
Multiple asset account C 
Multiple asset account D 

Totals. 

$10, 000 
7, 000 

30, 000 
40, 000 

87, 000 

13 
12 
11 
9 

Percent 
7. 7 
8. 3 
9. 1 

11. 1 

$770 
581 

2, 730 
4, 440 

8, 521 

The class life is 10. 2 years ($87, 000 divided by $8, 521). 

(o) Taxpayer 8 uses the straight-line, method of depreciation with 
respect to all assets falling within a guideline class and assigns esti- 
mated salvage values to such assets. 

Cost (or 
basis) 

Life used 
(in years) 

Salvage 
Depreciation 
rate (times 
basis less 
sal vago) 

Actual de- 
preciation 

taken 

Machine A (item account) 
Machine B (item account) 
Multiple asset account C 
Afultiple asset account D 

Totals 

$10, 000 
7, 000 

30, 000 
40, 000 

87, 000 

13 
12 
ll 
9 

$1, 000 
500 

3, 000 
4, 000 

Percent 
7. 7 
8. 3 
9. 1 

11. 1 

$893 
540 

2, 457 
3, 996 

7, 686 

Tire class life is 11. 3 years ($87, 000 divided by $7, 686) . 

(8) Taxpayer C uses the double declining balance method of de- 
preciation with respect to all assets falling within a guideline class. 

Cost (or 
basis) 

Life 
usecl 

(in 
years) 

Accumu- 
lated re- 
serve (2 
years) 

Depre- 
ciation 

rate 
(times 

basis less 
reserve) 

Actus, l de- 
preciation 

taken 
Straight 
line rate 

Straight 
line de- 
precia- 

tion 

Machine A (item account) 
Machine B (item account) 
Multiple asser acoount C 
Multiple asset account D 

Totals. 

$10, 000 
7, 000 

30, 000 
40, 000 

87, 000 

13 
12 
11 
9 

$2, 843 
2, 131 
9, 926 

15, 789 

Percent 
15. 4 
16. 6 
18. 2 
22. 2 

$1, 102 
808 

3, 653 
5 375 

10, 938 

Percent 
7. 7 
8. 3 
9. 1 

11, 1 

$770 
581 

2, 730 
4, 440 

8, 521 

The class life is 10. 2 years ($87, 000 divided by $8, 521). 

(4) Taxpayer D uses the sum-of-the-years digits method of depre- 
ciation with respect to all assets falling within a guideline class and, 
estimates that such assets have no salvage value. 



Life 
Cost (or used 
basis) (in 

years) 

Depreciation rate 
4ctual de- 
preciation 

taken 
Straight 
line rate 

Straight 
line de- 

preciation 

Machine A (item account). . . . 
Machine B (item account) . 
Multiple asset account C 

Multiple asset account D 

Totals 

$10, 000 
7, 000 

30, 000 

40, 000 

87, 000 

13 
12 
11 

10/91 (4th year) 
8/78 (5th year) 
. 2000 (9 years re- 

tnaining life)" 
accumulated re- 
serve='$9, 545. 

, 2500 (7 years rch 
maining life)* 
accumulated re- 
serve=$15, 110. 

$1, 099 
718 

*4, 091 

"6, 223 

12, 131 

Percer«t 
7. 7 
8. 3 
9. 1 

$7&70 
581 

2, 730 

4, 440 

8, 521 

The class life is 10. 2 years ($87, 000 divided by $8, 521). 
'See Table I, Regulation sectior& 1. 167(b)-3(a) (2) (ii) for the rate for remaining useful life. The actual de- 

preciation is obtained by applying the rate to the cost or basis less the accumulated reserve. 

(5) Taxpayer K uses the. sum-of-the-years digits method of. depre- 
ciation with respect to all assets falling within a sideline c1ass and 
assigns estimated salvage values to such assets. 

Cost Life 
(or used (in 

basis) years) 
Sal- 
vage 

Depreciation rate 
Actual 
depre- 
ciation 
taken 

Straight 
Straight linc de- 
line rate preciation 

Machine A (item account) $10, 000 
Machine B (item account) 7, 000 
Multiple asset account C 30, 000 

Multiple asset account D 40, 000 

13 
12 
ll 

$1, 000 
500 

3, 000 

4, 000 

10/91 (4th year) . 
8/78 (5th year) 
. 2000 (9 years re- 

maining life) ac- 
cumulated 
reserve =$8, 591. 

. 2500 (7 years re- 
maining life) 
accumulated 
rose r re = $1, '3, 600. 

$989 
667 

«3, 682 

*5, Goo 

Percent 
7. 7 
8. 3 
9. 1 

$693 
540 

2, 457 

3, 99G 

Totals 87, 000 10, 938 7, 686 

The class life is 11B years ($87, 000 divided by $7, 686), 
The actual depreciation is obtained by applying thc rate to the cost or basis less salvage and accumulated 

reserve. 

(6) Assume the same facts as in example (5), except that taxpayer 
K revises the useful life of multiple-asset account D so that the ac- 
count has a remaining life of 5 years rather than f years as shown 
in example (5). 

Cost 
(or 

basis) 

Life used 
(in years) 

Sal- 
vage 

Depreciation 
rate 

Actual 
depreci- 

ation 
taken 

Straight 
line 
rate 

Straight 
line 

depreci- 
ation 

Machine A (item ac- 
count) . 

Machine B (item ac- 
count). 

Multiple asset account C 

$10, 000 

7, 000 

30, 000 

Totals 87, 080 

Multiple asset account D 40, OOO 

13 

12 

11 

5 (remain- 
ing life). 

$1, 000 

500 

3, 000 

4, 000 

10/91 (4th year) 

8/78 (5th year) 

. 2000 (9 years 
remaining life) 
accumulated 
reserve=$8, 591 

. 3333 (5 years re- 
maining life) 
accumulated 
reserve = 
$13, GOO. 

$989 

G67 

"3, 682 
*7, 467 

12, 805 

Percent 
7. 7 

8. 3 

9. 1 

$G93 

2. 457 
"'5. 602 

9, 292 

The class life is 9. 4 years (587, 000 divided by $9, 292). " The actual depreciation is obtained by applying the rate to the cost or basis less salvage and accumulated 
reserve. " The straight-line depreciation is obtained by dividmg the basis less salvage mul stredght-line reserve 
($36, 000-$7, 992) by the remaining life of the account (5 years) The reserve of $7, 992 is the straight. i&no 
reserve ac& umulated over a two-year period while Z was using a life of 9 years. 



483 

(~) Taxpayer F uses di|fel'ent methotIS of flepreciation with re- 
spect to the assets falling 1vithin a guideline class ancl estimates that 
such assets have no salvage value. 

Method of deprcr iat lou 
Life 

Co. t, (or used 
basis) (in 

years) 

Salvage Reserve Depreciation 
rate 

Actual 
depreci- 

ation 
taken 

Straight 
line rate 

Straight 
line de- 
preci- 
ation 

Account I" Straight line. 
Account 2 Double declin- 

ing balance. 
Account 3 150c/, declining 

balance. 
Account 4 Sum-of-the- 

years digits 
(remaining 
life plan). 

Totals 

$12, 000 

15& 000 

8, 000 

24, 000 

59, 000 

14 

13 

10 

10 

None. $5, 964 

2, 310 

I, 200 

None. 8, 290 

percent 
7. I 

15. 4 

15 

. 2222 (8 years 
remaining 
life). 

$852 

I 964 

I, 020 

3, 491 

7, 317 

percent 
7. I 

7. 7 

10 

10 

$S52 

I, 165 

800 

2, 400 

6, 207 

The class life is 11. 3 years ($59, 000 divided by $5, 207). 
"The word "account" as used in this example and example (8) represents either an item account or a 

multiple-asset account. lienee, these examples apply equally to taxpayers using more than one method of 
depreciation vvith respect to item accounts or multiple-asset accounts. 

(8) Taxpayer G uses (liNerent methods of depreciation 5vith re- 
spect to the assets falling 1vithin a guitleline class anti assigns esti- 
n)ated salvage values lo some of the as. cts. 

6fethod of depreciation Cost (or 
bacic) 

Life 
u. ed Sa1v age 
(in 

years) 

Re- 
serve" 

Actual 
Depreciation depreci- 

rate ation 
taken 

Straight 
Straight line de- 
line rate preci- 

atf(tn 

Account I 
Accourrt 2 
Account 3 

Account 4 

Accolm't 5 

Accoun't 6 

Account 7 

Account 8 

Totals 

Straight linc. 
Straight line 
Double declin- 

ing balance. 
160% declininc 

balance. 
Sum-of-the- 

ycar's digits. 
Sum-of-the- 

years digits. 
Sum-of-thc- 

years digits 
(rernainin 
life plan). 

' 

Sum-of-the- 
years rligits 
(remaining 
life plan). 

$12, 000 
12, 000 
15, 000 

8, 000 

10, 000 

10, 000 

24, 000 

24, 000 

115, 000 

14 None 
14 $2, 000 
13 

10 

13 None 

13 $1, 000 

10 None 

10 $4, 000 

percent 
7. 1 
7. 1 

$2, 310 15. 4 

$852 
710 

I, 954 

8, 290 

6, 909 

10/91 (4th 
year). 

10/91 (4th 
year). . 2222 (S Vears 
remaining 
life). 

. 2222 (8 years 
remaining 
life) . 

I, 099 

3, 491 

2, 909 

13, 024 

1, 200 16 ------------ 1, 020 

percent 
7. I 
7. I 
7. 7 

10 

7, 7 

7. 7 

10 

10 

$S62 
710 

I, 155 

800 

770 

693 

2, 400 

2, 000 

9, 3SO, 

The class life is 12. 3 years ($11. 5, 000 divided by $9, 380). 
*Reserve figures are given only vvhere necessary to the computation of depreciation. 

674924' 



The following examples illustrate the use by a taxpayer of a class 
life equal to the guideline life, assuming in each case that the guid. eline 
life is 10 years: 

(0) Taxpayer H uses the straight-line method of depreciation with 

respect to all the assets falling within a guideline class. The total 
basis of all the assets in the class is $100, 000 and the total depreciation 
reserve is $50, 000. H H wishes to group all the assets in a single ac- 

count corresponding to the guideline class and use a class life equal to 
the guideline life, he may take depreciation of $10, 000 since the total 
basis ($100, 000) divided by the total straight-line depreciation ($10, - 

000) would produce a class life of 10 years. 
(10) Taxpayer t uses the double-declining balance method of de- 

preciation with respect, to all the assets falling within a guideline 
class. The total basis of all the assets in the class is $100, 000 and the 
total depreciation reserve is $60, 000. If S wishes to group all the 
assets in a single account corresponding to the guideline class and use 

a class life equal to the guideline life, he may take depreciation of 
$8, 000 (90% X ($100, 000- $60, 000) ) . This is equal to twice the 
straight-line rate which is the reciprocal of the guideline life times 
the remaining balance of the account. 

(11) Taxpayer K uses the sum-of-the-years digits method of de- 
preciation with respect to all the assets failing within a guideline class. 
The total basis of all assets in the class is $100, 000 and the total 
depreciation reserve is $66, 000. However, the depreciation reserve if 
K had been using the straight-line method of depreciation would be 
$50, 000. H K wishes to group all the assets in a single account cor- 
responding to the guideline class and use a class life equal to the guide- 
line life, he may tike depreciation of $11, 888. 88. This is computed as 
follows: K must first compute what the r~emaining life of the account 
would be if he used a class life equal to the guideline life and the 
st, raight-line method of depreciation. The remaining life based on 
these assumptions is 5 years (the remaining balance in the account 
using the straight-line method. ($50, 000) divided by the amount of 
straight-line depreciation which would be allowable to a person using 
a clas~s life equal to the guideline life ($10, 000) ). Table I in Regula- 
tion Section 1. 167(b) — 8(a) (9) (ii) provides decimal equivalents for 
each remaining life of a sum-of'-the-years digits account, To deter- 
mine the amount of allowable depreciation, it, is necessary to multiply 
the decimal equivalent, for a 5-year remaining life (. 3888) times the 
remaining balance in the account ($34, 000), thus obtaining a deprecia- 
tion allowance of $11, 838. 88. 

(12) Taxpayer I has four assets falling in a single guideline class. 
He has been using item accounts and has been depreciating the ac- 
counts under different methods of depreciation. He wishes to con- 
tinue this practice, H I computed his depreciation in the current 
year without changing his rates from those used in the past, it would. 
be computed as follows: 
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hist»od of 
depreciation 

Cost 
(or 

basis) 

Life 
used 
(in 

vears) 

Salvage Reser ve Depreciation rate 
Actual 
depre- 
ciation 
taken 

Straight- 
line 

depre- 
c]at]on 

hIachine C 

Machine D 

Double leclin- 
u)g balance. 

Su)n-of-the- 
years digits. 

6, 000 

15, 000 

Total 36, 000 

Machine A Straight-linc $10, 000 

Machine B Straight-line 6, 000 

10 

20 

15 

$1, 000 $6, 300 

I, 000 2, 500 

1, 626 

2, 000 4, 550 

10% (times basis 
less salvage) 

]2)ierk (times 
basis less sal- 
vavc ) 

10, , (ti]nes basis 
ll'ss )'c'ser vc) 

]2, i20 (times 
lm. )s less sal- 
vuee) 

500 

437 

I, 300 

3, 137 

$900 

500 

*300 

2, 567 

*Determined by applying one-half the double-declining balance rate to the basis of the asset. (5% )( $6 000). 
*"Determined by spreading the basis of the asset less salvage over its useful life ($]3, 000/]5!. 

Under these circumstances, L ]vould be using a cl;lss life of 14 years 
~ If Lavishes to use a class life 

($36, 000 total basis) 
($2, 567 total straight-line depreciation) 
equal to thc guideline life, he may adjust the liv(s or salvage assigned 
to the individual assets in any manner he thinks is reasonable so that 
the total straight-line depreciation is increased to $3, 600. An exaniple 
illustrating one ]vay in which L might adopt a class life equal to the 
guideline life of 10 years is as folio]vs: 

Basis 
Less 

salvage 

I. ife 
used (in 
years) 

Reserve 
Strai ht- 

line 
rate 

Straight- 
line de- 

precation 
Actual depreciation 

rate 

Actual 
depre- 
ciation 
taken 

Mac»ine A 
Machine B 
hlachine C 

hIachine D 

Total 

$9, 000 
4, 000 
6, 000 

13, 000 

9 
li 

]o 

10 

$6, 300 
2, 500 
1, 626 

4, 550 

Pe rce nt 
11!6 
2)) 
C 1 re 

10 

$1, 000 
800 
500 

I, 300 

3, (iGG 

Percent 
]])5 . 
20 
]6M ( i i mes basis less 

I'esl. 'r ve) . 
. 2222 — 8 year rernain- 

ing life (timcs»asis 
less salvage and 
reserve). *'* 

$]. 000 
800 
729 

C jC 

4, 407 

'"*The 8-year remaining life is determined by dividing $10, 400, the remaining balance in the account on a 
straieht-line basis ($13, 000 — (3X$867)), by the annual straight-line depreciation ($1, 300). 

59. Question: 
Under PCevenue Procedure 62 — 21, in cong&uting the. class life, used 

by a taxpayer, the total straight-line dep]eciation ~ith respect to 
all assets in a guideline class i~s divided into the total basis of those 
assets. In the case of additions to the guideline class during tile 
taxable yecar, the basis of each addition Ivill generally be included 
in the depreciation accounts of the taxpayer at the close of the year, but 
less than a full year's depreciation mill generally have been claimed 
with respect to these additions. In the elise of retirements from the 
guideline class during the year, some depreciation &vill generally have 
been claimed as to each retirement. but the basis of the assets retired 
mill have been removed from the taxpayer's depreciation accounts. 
Hoiv are additions and retirements du] ing the year to be taken into 
account in computing the class life so as to a~void distortion ~ 

Answer: 
In computing the class life, the basis of each addition and retil. e- 

ment Iluring tlie taxable year~ must be appoitioned consistent hvith 
tlie amount of depreciation claimed with respect to each 



addition and retirement. The proper portion of the basis of each 
asset added or retired during the i, axable year to be taken into account 
is that portion which bears the same relationship to the total basis of 
the asset as the amount of depreciation taken for the taxable year 
with respect to the asset bears to the amount of depreciation that 
would be taken for a full taxable year. Thus, for the purpose of com- 

puting the class life, the total basis of. the assets in a guideline class 
means the basis of each asset in the class on which a full year's depreci- 
ation is claimed plus a proportionate part of the basis of each asset 
acquired or retired during the year on which less than a full year' s 
depreciation is claimed. This system for the handling of additions 
and retirements provides for an accurate re]ationship between depreci- 
ation and basis and also prevents an overweighting of additions and 
retirements in relation to the other assets in the guideline class. 

96 CFR 601. 811: Imposition of taxes; regulations. Rev. Proc. 69 — 99 ' 
(Also Part I, Section 5704; 990. 198) . 

Preparation and disposition of notice of removal by manufacturers 
of tobacco products when tax-exempt tobacco products are removed 
from the factory to replace products previously removed and lost, 
damaged, or destroyed in transit for exportation. 

SEc~zoN 1. PcRrosE. 
The purpose of this Revenue Procedure is to outline the procedure 

for the preparation and distribution by manufacturers of tobacco 
products of Form 9149. Notice of Removal of Tobacco, Tobacco 
Products, or Cigarette Papers or Tubes, from Factory fur Export, 
covering shipments of tax-exempt tobacco products, replacing prod- 
ucts lost, damaged, or destroyed in transit for exportation. 

SEC. o. BAC&GROVND. 

. 01 Sections 990. 198 and 990. 199 of the Regulations relating to 
the Exportation of Tobacco Materials, Tobacco Products and Cigarette 
Papers and Tubes, Without Payment of Tax, or With Drawback of 
Tax, provide for the preparation and distribution of the several copies 
of I&'orm 9149, and section 990. 908 of the Regulations provides for the 
filing of two copies of the form with the Collector of Customs at the 
port of exportation, for each shipment removed for exportation. 

. 09 Where tobacco products a, re lost, damaged, or destroyed. in 
transit for exportation (either the total shipment or a part of the 
shipment) and the manufacturer of tobacco products makes a replace- 
ment, shipment, the two sets of Form 9149 will, in the aggregate, indi- 
cate the removal for exportation of more products than are entered. on 
the export declaration and ship's manifest. Since the Collector of 
Customs certifies to only the actual quantity exported, the additional 
Form 9149 covering a replacement shipment often creates confusion 
and additional work in his once. Therefore, the following procedure 
should be used when replacement shipments are made. 

a Based on Industry Circular 62 — 23, dated June 26, 1962 



Szc. . '3. PROCEDURE. 

. 01 Preparation and Dt'impost'tion of Eorms 81/9 Covering Eeptaee- 
ment Shiprnente. — When tax-exempt tobacco products are removed 
from the factory to replace products lost, , damaged, or destroyed iii 
transit for exportation, Form 9140 should be prepared in accordiince 
with the regulations. This Form o149 should contain a, statement to 
the efFect that the products listed thereon were removed from the fac- 
tory to replace products removed under Form 2140, serial number —, 
wlnch were lost. , damaged, or destroyed, as applicable. It should also 
contain an explanation of the loss, damage, or destruction. Only tivo 
copies of the form need be prepa~red, one copy to be retained by the 
manufacturer as a part of his records and one copy to be forwarcled 
to the Assistant Regional Commissioner, Alcoliol and Tobacco Tax. 
No copy should be sent to the Collector of Customs for the reason 
stated in section 2. 09 above. 

. 09 . 4eeotjnting for Loet, Dainaged, or Destroyed 2'obaeco Prod- 
nct8. — Manufacturers are reminded that, lost, damaged. , or destroyed 
tobacco products Biust, 4e accounted foi' 4y t', lxpayn'ient& 4y 1'e'tuiii to 
the factory, or by the filing of a claim for remission of the tax liability 
with the Assistant Regional Comniissionei. , Alcohol and Tobacco Tax. 
SEC. 4. INQUIRIES. 

Inquiries in regard to tliis Revenue Procedure should refer to its 
number and be addressed to the OSce of the Assistant Regional Coni- 
missioner, Alcohol and Tobacco Tax. 

26 CFR 601. 602: Foi'ins aiid iiisti'uctioii. . . 
(Also Part I, Section 6100; 1. 6100 — 1. ) 

Rev. Pi'oc. 62 — 2 3 

A fiduciary for ten or more estates or trusts needing employer 
identification numbers for income tax purposes may file a consoli- 
dated application for such numbers in lieu of separate applications 
on Form SS — 4, Application For Employer identification Nunibcr. 

SEcTIoN 1. BacKORCLND AND PKRPCSK. 
. 01 Public I~aw 87 — 607, october 5, 1061, C. H. 1061 — 2, M8, added 

section 6100 to the. Internal Revenue Code of 1954. Section 6100 au- 
thorizes the use of identifying nmubers for Federal tax purposes. 
Regulations issued under tins new legislation require that the fiduciary 
for an estate or trust shall, under ceitain circumstances, obtain for it 
an eniployer identification. nuniber to be included in returns, state- 
ments, anil other. documents filed on its behalf and to be furnished to 
other persons for inclusion in returns' statements~ oi other documents 
fileil by such other persons ivith respect to the est. ate or trust. See 
section 1. 6100 — 1(c) (6) of the Income Tax Regulations, Treasury 
Decision 6606, page 811, this Bulletin. 

. 02 Many estates aiid trusts have been assigned employer identifiica- 
tion numbers in connection with the reporting of employment and 
excise taxes. An estate or trust whicli has had an employer identifi- 
cation number assignecl to it for einployment or excise tax purposes 
will use such number for all tax purposes. 

. 03 The attention of the Internal Revenue Service has been c;111ed 
to the fact that a, fiduciary, including a, bank or. trust company, nm& 



act for numerous estates and trusts, and it would be burdensome for 
such a fiduciary to file a separate application on Form SS — 4, Applica- 
tion For Employer Identification Number, for an employer identifiIca- 
tion number for each such estate and trust. In order to minimize 
this burden, the Service has determined that a fiduciary acting for 
ten or more estates or trusts needing employer identification numbers 
(other than an estate or trust needing an employer identification 
number in connection with the reporting of employment or excise 
taxes) may file a consolidated application for such numbers in lieu 
of separate applications on Forms SS — 4. Each consolidated applica- 
tion shall be in the format prescribed in section 9 of this Revenue 
Procedure. A fiduciary applying for employer identification numbers 
on behalf of estates or trusts required to file returns of employment 
taxes must file a separate application on Form SS — 4 for each estate 
or trust. 
SEc. 2. FoRM oF APPLIOATIo¹ 

Each consolidated application filed in accordance with this Revenue 
Procedure shall be filed in duplicate with the District Director of In- 
ternal Revenue for the district in which the fiduciary resides or has 
his principal place of business and shall be in substantially the follow- 
ing format: 

In accordance with the provisions of Revenue Procedure 62 — 28 t. he undersigned 
hereby makes application for an emplover identification number for each of the 
estates or trusts named below. None of the estates or trusts named below has 
previously applied for or been assigned an employer identification number and 
none of such estates or trusts is an employer for Federal employment tax 
purposes. 

Name of Estate or Trust 
(As shown on I'iduciary 

Income Tax Return, 
Form 1041) 

Estate or 
Trust Fmployer Identification Number 

(Specify) 

(Date) 

(Signature of Fiduciary) 

(Address of Fiduciary) 
SEC. 8. AssIONMEN"i. or NvMRERS. 

. 01 Upon receipt of the consolidated application, the District Di- 
rector will assign a separate employer identification number to each of 
the estates or trusts named therein, will enter such numbers on the 
original and duplicate copies of the application, and will return the 
duplicate copy to the fiduciary as notice of the numbers assigrned. 

. 09 In the event an estate or t, rust subsequently needs a number for 
employment or excise tax purposes, the number issued on the basis of 
the consolidated application will be used. A. separate application on 
Form SS — 4 need not be filed on behalf of such estate or trust. 
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SEG. 4, IxQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to its 
nun!be!. anti be acldressed to the ORice of the Assistant Commissioner 
(Data Processing), Attention: D:0:31, Internal Revenue Selw-ice, 
Washington ' 5 D. ( . 

Rev. Proc. 62 — 24 26 CFR 601. 811: Imposition of taxes; 
regulations. 

(Also Part I, Section 7805; 801. 7805 — 1. ) 
Progra!n for reviewer of Revenue Rulings and Revenue Procedures 

issued!mder the provisions of Chapter 15 of the Internal Revenue 
Code of 10SO and Chapter 52 of the Internal Reveuue Code of 19A 
to identify those needing revision to conform to current provisions 
of the pertinent law and regulations and to prepare and publish 
the required revisioni. 

SEGT!ov 1. PURPOSE. 

The purpose of this Revenue Procedure is to announce a program 
for (1) the review of Revenue Rulings and Revenue Procedures is- 
suecl under the provisions of Chapter 1~5 of the Internal Revenue Cocle 
of 19o9 and Chapter 52 of the Internal Revent!e Code of 1954- and (2) 
the issuance of revisions to refiect current provisions of the Ialv «nd 
relatecl regulations. 

SEG. ' . BxCKOHOUXD. 

. 01 Public Laiv 591, 86d Cong. , ;!pproved August 16, 1954, and 
Public. L«Iv 85 — H59, 85th Cong. , ( . B. 195H — 8, 92, approvecl Septenlber 
2, 195H, made nl«ny ch«nges in the 1«&vs aclministerecl by the Alcohol 
and Tobacco Tax Division. 

All Revenue Rulings and Revenue Proceclures issued under the 
provisions of Chapter 52 of the 1954 Code;!nd corresponding provi- 
sions of the 1939 Code have been revielved to identify those that are 
consiclered to be obsolete either because thev h«ve no application to the 
lair and regulations nolv in efFect or are unneces. «ry because the sub- 
ject nlatter of the ruling is noIv specific«lly covered by regulations. 
Revenue Ruling 62 — 172, page 852, contains; ! list of those Rev- 
enue Rulings «lid Revenue P~rocedu~res lvhich are no longer in efFect. 
anti declares then! to be obsolete. 
SEG. 8. REVEXI E RUEIXOS AXD RFIKXUE PROCEDURES To BE RE- 

PUELISIIED. 
A current study i being nlacle of the remaining Revenue Rulings ancl 

Revenue Proceclures to I~dentify those that reqi!ire revision to reRect 
present lan. ancl regulations anti to prep«re and publish the ensuing 
revisions. 

SEG. 4. INQUIRIES. 
Inquiries regarding this Revenue I'roceclure, as Ivell as comments 

regarding any paltic~ul«r Revenue Ruling or Revenue Procedure is- 
sued under Chapter 15 of the 1939 Cocle or Chapter 52 of the 1954 
Code should refer to its mrnlber ancl be adclressed to the Director, 
Alcohol and Tobacco Tax Division, Washington 2o, D, C. 
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Rev. Proc. 6~% 96 CFR 601. 609: Forms and instructions. 
(Also Part I, Section 6051; 31. 6051 — 1. ) 

Substitutes for Form W — 2, Withholding Tax Statement — 1968, 
may be privately printed with slight variations in format and used 
without specific approval of the Internal Revenue Service, only in 
the circumstances set forth . below, provided they meet specified 
conditions with respect to physical characteristics, use of additional 
copies, and additional information, if any, to state and local taxing 
authorities. 

SECTION 1. I URPOSE. 

The purpose of this Revenue Procedure is to state the requirements 
of the Internal Revenue Service relating to the preparation of accept- 
able substitutes for Form W — 9, Withholding Tax Statement — 1063, 
for filing purposes in lieu of the o%cial form. 
SEc. 2. SPEOIPIGATICNs, 

. 01 8ub8titMte8. — Substitutes for Form W — 9 may be privately 
printed. The substitute forms should follow the format, of the OKcial 
form except in those circumstances where the employer's data proc- 
essing system will not accommodate this type of form. In these cases 
they may be printed with slight variations in format and used with- 
out requesting approval of the Internal Revenue Service if the condi- 
tions enumerated in section 3 are met. For proposed substitutes which 
do not meet such conditions, specific approval must be requested as 
provided by section 5, below. In any rearrangement of the informa- 
tion, care should be taken to prevent disclosure of wage and tax in- 
formation if a window envelope is used for mailing. 

. 02. Design for muiVing. — Th'e ofBcial form is designed for mailing 
in a standard window envelope. This feature will be found desirable 
in most of the privately printed substitutes. 

. 03 Copy D. — Copy D is included in the OScial assembly for the 
convenience of the employer. Although there is no requirement that 
privately printed substitute forms include Copy D, employers may 
find it desirable to make and retain such copy. 
SEC. 3. CONDITIONS. 

. 01 C'odor and quality of ink and paper— . The substitute forms, 
except for authorized punch card substitutes, must be printed in blue 
ink on white paper, both of quality as good as that used by the Gov- 
ernment. The paper must, be of substantially the same weight and 
texture as that used in the OScial form which is printed on substance 
M-pound chemical v. ood bond or its equivalent — basis 17 x 29 — 1000. 

. 09 Typography— . Type may not be smaller than the correspond- 
ing type on the ofhcial form and as nearly as possible of the same font. 

. 03 Forget. — The substitute forms must provide the same spaces as . 
the OScial form for showing wages paid and. tax withheld. In any 
rearrangement of such spaces, the block headed "INOOME Tax INPOR- 
MaTIONu is to be placed in a prominent, position on the form, prefer- 
ably in the right, -cent. er position, the spaces for showing social security 
information to be either to the left or above such block. 

. 04 Dime~iona. — The OScial form is eight inches wide by three 
and one-half inches deep, exclusive of a half inch snap-stub on the 
left side of the forin. The substitute forms may vary in width from 
seven inches to eight inches and. in depth from three and one-sixth 



inches to three and two-thirds inches. The snap feature is not, re- 
quirecl on substitutes. 

. 05 Carbonized forms or "spot carbocas. " — Carbonizecl forms ancl 
"spot carbons" are not permissible, Interleaved carbon, if usecl, must 
be of goocl quality to preclude sinuclging and, preferably, black, 

. 00 8peeial ide~tif!cation. — Copy 8 must show the full-face do(. s, 
arrangecl vertically on the upper right side. 

. 07 The Government Pr!'ntisig Off!ce sy~!abois. — The Governnient 
Printing Office symbols inust be oniitted. 

SEC. 4. ADDITIOXAL IXSTRUc'TIoxs. 

. 01 Arraiigeiiient of asseiubly. — Except as provicled in paragraph 
. 02 belo~, the pnrts of the assembly shall be arranged, from top to 
bottom, as folloivs: Copy A, "For District Director"; Copy 8, "To be 
filed with employee's tax return"; Copy C, "For emp]oyee~s records"; 
Copy D, "For employer. " All references to the v:irious pnrts shall be 
to 'Copy A, ' "Copy 8, ' "(. opy C, " or "Copy D. 

. 0o . 4&id! tio!«!1 copies. — Additional copies may be prepared for the 
use of eniployers in connection with taxes or cleductions other. than 
Fecleral income tax ancl I'ederal Insurance Contributions Act taxes. 
Such aclclitionnl copies mny not be place!1 ahead of Copy C in the 
assenibly except that if a copy or copies for n state or loca) taxing 
authority are prepared only one sucli copy niny be placecl ahead of 
Copy C in the assenibly, for better legibility. Ii orms for delivery to 
state or local taxing authorities shoulcl be clearly labelecl to indicnte 
the purpose for which they are intended and should not bear nny part 
of the clesignntion, "Forni EV — o — U, S. Treasury Departmeiit, Internal 
Revenue Service. " 

. Oll E~uludable sicl pay. — If desirecl, a bloclc inay be shown on 
Form W — 2 for excluclable sick pay. However, if such a. block is pro- 
viclecl nncl no amount is entered, the word "X~one" or "0" should be 
slloivll. 

. 04 statement to suppo! t excludable s!'ch pay. — 4 statement from 
the einployer to support siclc p:iy excludable from gross income mny be 
made a, part of the assembly, provided it. is not pla~ced ahead of Copies 
A. ancl 8 in tlie assenibly and is printed on paper of distinctive col'or. 
Such statement should substantiaHy conform ivith tlie statement, set 
forth in Revenue Procedure 57 — 1, C. B, 1057 — 1, 721. It, should be 
clearly indicated on such statement that it is to be attached to page 2 
of the taxpnyer's Feclernl income tnx return, Form 1040. 

. 05 1'nstruet!'ons. — No cleviation fi om the instructIons on either the 
front or back of Copies A, 8, or C will be perniittecl. 

. 00 8tate or local taxing authorities. — A. dclitional wage or tax in- 
formation for state or local taxing authorities may be sliown on Copy 
C, but not on Copies A ancl 8. 

. 07 Other information. — Payroll decluctions other than those 
required to be reported on Forni AV — 2 niay not be shown on Copies 
A ancl 8, except as proviclecl in paragraph . 08 below. 

, 08 State agencies. — The amounts of wages paicl and einployee 
contributions withheld under a State-Feclernl~agreement, enterecl into 
pursuant to section 218 of the Social Security Act, may be shoivn in 
the spaces on Form W — 2 for Fecleral Insurance Contributions Act 
wages and employee tax, provided appropriate distinguishing cap- 
tions nie usecl to identify such amounts. The identification numbei 
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assigned 'by the Social Security A. dministration to the state (prefix 
69) should be shown in addition to the employer identification number 
assigned by the Internal Revenue Service for income tax withholding 
purposes. 
SE&'c. 5. SUBsTII UTES NCT MEETING AECVE CCNDITICNs. 

Proposed substitute forms which do not meet the conditions stated 
above and requests for submission of punched card Forms W — 9 should 
be forwarded by letter to the Commissioner of Internal Revenue, 
Attention: D:S:T, Washington 25, D. C. , for consideration. 
SEC. 6. REPRODUCTION PROOFS. 

Reproduction proofs of the official Form W — 2 are available upon 
the request of any employer who desires to use reproductions of such 
form. Requests for reproduction proofs should be addressed to the 
Commissioner of Internal Revenue, A. ttention: A:FM:P, Washington 
o5, D. C. 

96 CFR 601. 602: Forms and instructions. 
(Also Part I, Sections 6001, 6011, 6018, 6019; 

1. 6001 — 1, 1. 6011 — 1, 90. 6018 — 1, 95. 6019 — 1. ) 
Reproduced copies of certain Federal tax return forms and 

schedules may be used for filing purposes in lieu of the applicable 
oiiicial forms, subject, however, to prescribed conditions. 

Revenue Procedure 01 — 81, G. B. 1961 — 2, o69, superseded. 

SEOTION 1. PUEPosE. 
The purpose of this Revenue Procedure is to restate the require- 

ments of the Internal Revenue Service relating to the preparation of 
acceptable reproductions of Federal tax return forms and schedules 
for filing purposes in lieu of the ofiicial forms and schedules. 
SEC. 2. SPECIFICATIONS. 

Subject to the conditions enumerated in section 8 below, the 
Service will accept, for filing purposes, reproduced copies of any of 
the following tax return forms and schedules: 

Employee's Withholding Exemption Certificate, Form W — 4 
U. S. Estate Tax Return, Form 706 
U. S. Gift Tax Return, Form 709 
Life Insurance Statement, Form 71o 
Claim, Form 848 
U. S. Exempt Cooperative A. ssociation Income Tax Return, Form 

990-C 
U. S. Return of Employees' Trust Described in Section 401(a) 

and Exempt Under Section 501(a) of the Internal Revenue 
Code of 1954, Form 990 — P 

U. S. Individual Income Tax Return, Form 1040 
Supplemental Schedule of Income and Credits, Schedule B 

(Form 1040) 
Profit (or loss) Froin Business or Profession, Schedule C (Form 

1040) 
Gains and Losses from Sales or Exchanges of Property, Schedule 

D, (Form 1040) 
U. S. Departing A. lien Income Tax Return, Form 1040C 
Declaration of Estimated Tax, Form 1040 — ES 



Scheclule of Farin Income and ExpensesSchedule F (Forin 
1040) 

U. S. Fiduciary Inconie Tax Return, Forni 1041 
Allocation of Accumulation Distribution, Schedule J (Form 

1041) 
U. S. Partnership Return of Income, Form 1065 
Gains and Losses from Sales or Exchanges of Property, Scheclule 

D (Form 1065) 
Statement in Support of Creclit Claiinecl by Domestic Corpora- 

tion for Taxes Paid or Accrued to a Foreign Country or a 
Possession of the United States, Form 1118 

U. S, Corporation Income Tax Return, Form 1120 
Scheclule of Gains ancl Losses From Sales or Exchanges of Prop- 

erty, Schedule D (Form 1120) 
U. S. Small Business Corporntion Return of Income, Form 1120 — S 
Gains and Losses from Sales or Exchanges of Property, Schechile 

D (Form 1120 — S) 
Return of Information nnd Authorization ancl Consent of Sub- 

sidiary Corporation Included in n I nited ~tates Consolidated 
Income Tnz Return, Form 1122 

Stateinent for the Purpose of- Extending Tinie for Payment of 
Tazes by Corporations Ezpecting Cari'yback . Form 1188 

Application for Tentative Carryback A. cljustment, Form 1130 
SEC. 8. CONDIT1ONS. 

. 01 Reprocluctions nnist be facsiiniles of the officia form produced 
by photo-offset. photoengraving, photocopying, or other sinnilar repro- 
duction process. 

. 02 Reprocluctions inust be on paper of substantially the saine 
weight and tezture and of a quality at least as goocl as that used in 
the official forni. 

. 03 Reproductions must substantially duplicate the colors of the 
paper and inl- of the official form in order to be accep(;ible. 

. 04 Reproductions must have a high stanclarcl of legibility, both 
as to original forni and as to filled-in niatter. The Inteinal Revenue 
Service reserves the right. to reject nny reproductions v. ith poor legi- 
bility, to withdraw the benefits of this Revenue I'rocedure from any 
firm or inclivi!lual, ancl to reject nnp process wliich fni! s to ineet these 
stanclnrcls. 

. 05 Reprocluctions of Scheclule C — 8 and Scheclule F — 1, Form 1040, 
whicli contain. Scheclule SE, I . S. Report, of Self-Eniployment In- 
conle& lllust, be on properly perforated paper. of substantially the same 
~eight ancl texture as that. used in the official forin. 

. 06 Reprocluctions can be the sanie size as that of the ofiicinl form. 
However, the stardard coniinercial size of 8&/z x 11 (as noted in col- 
umns 2 and l3 of table in section 5 below) will be acceptecl, but no 
tolernnces will be permitted. in the iinage sIze of printed material. 
SEc. 4. ADD1TIDN KL INSTBUcTIQNS. 

. 01 The Service ordinarily does not undertake to approve or dis- 
approve the specific equipment or process used in reproducing officia 
fornis, but requires only that the. reprocluced forms and schedules 
satisfy the stntecl conditions. 
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. 09 While it is preferred that both sides of the paper be used in 
making reproductions, resulting in the same page arrangement as that 
of the OKcial form, the Service will not object if only one side of the 
paper is used or if the reproduction has a different fold than that 
provided on the official form. 

. 08 Reproductions of forms may be made after insertion of the tax 
computations and other required information. However, all signa- 
tures on forms to be filed with the District Director of Internal 
Revenue must be original signatures, akxed subsequent to the 
reproduction process. 

. 04 Reproductions of forms and schedules meeting the above con- 
ditions may be used without the prior approval of the Service. How- 
ever, if specific approval of a reproduction of any such form or 
schedule is desired, or if the use of a reproduction of any form or 
schedule not listed herein or otherwise specifically authorized is de- 
sired, a sample of the proposed reproduction should be forwarded, by 
letter, to the Commissioner of Internal Revenue, Attention: D:S:T, 
Washington 95, D. C. , for consideration. 

SEc. 5. PHYsIcAL ASPEGTs. 

The conditions with respect to size, number of printed pages, and 
color of both paper and iIIk are as follows: 

Form No. 

0) 

Official IRS 
Trim size i 

Tolerances per- 
m)tted in sin. ' 

Nuin- 
ber of 

printed 
pages 

(4) 

Color of 

Paper z 

— 4 W— 
7 06 
7 09 
7 12 

990 — C 
990-P 
1040 
Schedule B, 1040 
Schedule C, 1040 
Schedule D, 1040 
1040C 
1963 1040 — ES 
Schedule F, 1040 
1041 
Schedule J, 1041 
1065 
Schedule D, 1065 
1118 
1). 20 
Schedule D, 1120 
1120S 
Schedule D, 1120S 
1122 
1138 
1139 

71/s x Sv/is 
8z/s x 11- — — — —— 
SVz x 11 
8 x 10Vz 
Sx10$ 
8Vz x 13r/s 
8 x 10Vz 
8 x 11 
8 x 11 
71/s x 11 
8 x 11 
7r/s x 11 
7~/s x 10$ 
7~/s x 11 
7r/s x 11 
7r/s x 11 
8 x 11 
8 x 11 
11 x SVz 
8Vz x 11 
SVz x 11 
8Vz x 11 
SVz x 11 
8 x 10Vz 
8 x 10i/z 
8 x 11 

8x3Vz 
SVz x 11 

SVz x 11 
SVz x 11 
St/z x 14 
SVz x ll 
SVz x 11 
SVz x 11 
SVz x 11 
8Vz x 11 
SVz x 11 
8', ~z x 11 
St4 x 11 
SVz x 11 
SVz x11 
SV x 11 
SVz x 11 

8Vz x 11 
SVz x 11 
SVz x 11 

2 
40 

2 
1 
2 
4 
3 
2 
2 
4 

4 
2 
4 
4 
2 

2 
2 
4 
4 
4 
2 
1 
2 
3 

White 
White 
Buff 
White. 
White 
White 
White 
White 
White 
White 
White 
White 
White 
White 
Pink 
Pink 
Yellow 
Yellow 
White 
Blue 
Blue 
Green 
Green 
Blue 
White 
White 

Black: 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 
Black 

i Sizes shown are for single forms furnished bI Internal Revenue Service offices; forms supplied in Income Tax Pac)rages are ggr' x 11". 
z Forms cannot exceed sizes shown, nor be less than size of officlal forms. 
z All forms Mvsr be reproduced on CW Bond or its equivalent. 



Szc. 6. BLACK a'XD )VMITR PROOFS. 

The Service, upon application, u. ill furnish one set of black ant'l 

white proofs to be usecl as the reI&roducible media in the printing of 
forms. These proofs, for ivhich separate requests must be received 
annually, will be supplied free of charge to all concerns in the forms 
reproduction business. Reproduction proofs are available only for 
the follovving forms: 

AV — 4 1065 
1040 Schedule D (1065) 
Schedule B (1040) 1096 
Schedule C (1040) 1099 
Scheclule D (1040) 1099Ii 
1040 — ES 1120 
Schedule F (1040) Si liedule D (1120) 
1041 1120S 
Schedule J (1041) Schedule D (1120S) 

Requests for reprocluction proofs should be addressed to the Com- 
missioner of Internal Revenue, Attention: A:E%1:P, Vi ashington 25. 
DC 
+Fc. 7. EFFECT ox OT11KR DocL3IExT, . 

This Revenue Procedure supersedes Revenue Procedure 61 —, &1, C. H. 
1961 — 2, 569. 

Rev. Proc. 62 — 27 26 CFR 601. 104: Collection functions. 
(Also Past I, Sections 6601, 6611; 

801. 6601 — 1, 301. 6611 — 1. ) 
(Also Part II, Sections 292, 294, 8771; 

Regulations 118, Section 69. 294 — 1. ) 
%'here the credit claimed on a tax return svas for accrued foreign 

taxes vvhich have since been abated, the provisions of section 6601 of 
the Iuternal Revenue Code of 10. &4 are applicable to the compu- 
tation of interest ou the deficiencr arising bi i «use of the abatement. 

Revenue Procedure 60 — 17, C. B. 1!luo — ", !!4'~. nsodified. 

The purpose of this Revenue Proceclure is to amenti section 6. 08(2) 
of Revenue Procedure 60 — 17, C. B. 1960 — 2, 942. 

Section 6. 03(2) of Revent&e Procedure 60 — 17 provides that if the 
cleclit claimecl on a return was for accruecl taxes which have since 
been abated by the foreign country or possession of the United State . 
interest is computecl on the increase in tax resulting from the recluc- 
tion in the creclit allou. able, from the date such adjttstment vvas made 
by the foreign country to the date of payment of the tax. 

Section 6601(a) of the Internal Revenue Cocle of 1954 provicles 
tlrat if any amount of tax imposecl by this title (ivhether requirecl to 
be sltovvn on a return, or to be paid by stamp or by some other method) 
is not paicl on or before the last elate pre. cribecl for payment, interest 
on s»cli amount at the rate of six percent per annum shall be paid for 
the pet iod from such last date to the elate pai&l. 

Se& tion 801. 6601 — 1 of the Regulations on Proceclure a»d Aclmin- 
istration provicles that interest a~t the rate of six percent per annum 
shall be pai&1 on any unpaid amount of tax from the last date pre- 



scribed for payment of the tax (determined without regard to any ex- 
tension of time for payment) to the date on which payment is received. 

Section 905 (c) of the Code, relating to adjustments on payment of 
accrued foreign taxes, provides, in part, that no interest shall be as- 
sessed or collected on any amount of tax due on any redetermination 
by the Secretary of the Treasury or his delegate, resulting from a re- 
fund to the taxpayer, for any period before the receipt of such refund, 
except to the extent interest was paid by the foreign country or posses- 
sion of the United States on such refund for such period. 

Thus, in reading the applicable law and regulations, there is an in- 
consistency between the provisions of such law and regulations and 
section 6. 06(9) of Revenue Procedure 60 — 17. The exception to the 
general rule as to interest on tax deficiencies provided by section 905 
(c) of the Code deals only with cases in which there has been a refund 
of a paid foreign tax. See H. R. Report Xo. 990, Eighty-first Con- 
gress, C. B. 1949 — o, o85; Senate Report No. 831, Eighty-first Congress, 
C, B. 1949 — 9, o89. There is no provision either in the Internal Revenue 
Code of 1954 or the regulations thereunder for a waiver of interest 
with respect to accrued foreign taxes which have been adjusted. 

Accordingly, section 6. 08(2) of Revenue Procedure 60 — 17 is modi- 
fied to read as follows: 

(2) Accrued foreign, tax obeted. — If the credit claimed on the return was for 
aocrled taxes which have since been abated, the provisions of section 6601 of 
the Code are applicable to the compui, ation of interest on the deficiency arising 
because of the abatement. 

26 CFR 601. o01: Rulings and determination letters. Rev. Proc. 69 — 98 
Outliiie of the general procedures of the Internal Revenue Service 

relating to issuirig rulings and determination letters to taxpayers 
and entering into closing agreements as to specific issues, and an 
explanai. ion of the rights and responsibilities of taxpayers under 
these procedures. 

Revenue Ruling o4 — 172, C. B. 1954 — 1, 694; Revenue Procedure 
5o — 14, C. B. 1956 — 2, 918; and Revenue Procedure 50 — 22, C. B. 1959 — 1, 884: superseded. 

SEGTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to describe the general 

procedures of the Internal Revenue Service in issuing rulings and 
determination letters to taxpayers and in entering into closing agree- 
ments on specific issues as to the interpretation or application of the 
Federal tax laws (other than those under the jurisdiction of the 
Alcohol and Tobacco Tax Division). This Revenue Procedure is 
intended to inform taxpayers and their representatives where they 
may direct requests for rulings, determination letters, or closing 
agreements, and the procedures to be followed in order to promote the 
efiicient handling of their inquiries. 
SEG. o. GENERAL PRAGTIGE AND DEFINITIoNs. 

. 01 It is the pra, ctice of the Service to answer inquiries of indi- 
viduals and organizations, wlienever appropriate in the interest, of 
sound ta, x administration, as to their status for tax purposes and as tp 
the tax eRects of their acts or t, ransactions. One of the functions of 
the National OSce of the Service is to issue rulings in such matters. 
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District, Directors of Internal Revenue apply the statutes, regulations. 
Revenue Bulings and other precedents published in the Internal 
Revenue Bulletin in the determination of tax liability, the collection 
of taxes, and the issuance of determi»ation letters in ~answer to tax- 
payers' inquiries or requests. For purposes of this Revenue Pro- 
cedure any reference to district director or district, office, «iso includes 
the once of the Director, OSce of Inter»ational Oper~ations, where 
appropriate. 

. 09 A "ruling" is a written statement issued to a taxpayer or his 
authorized representative by the National Otfice which interprets and 
applies the tax laws to a specific set. of facts. Rulings are issued only 
by the National 05ce. The issuance of rulings is under the general 
supervision of the Assistant Commissioner (Technical) ancl has been 
largely redelegated to the Tax Rulings Division. 

. 03 A. "determination letter" is a written statement issued by a 
District Director in response to an inquiry by an individu:il or an 
organization, which applies to the particular facts involved tlie 
principles ancl precedents previously announced by the National Oflice. 
Determination letters are issued only where a determination can be 
macle on the basis of clearly established rules as set forth in the 
statutes, Treasury Decisions or regulations, or by rulings, opinions, 
or court, decisions published in the Internal Revenue Bulletin. )Vhere 
such a determination cannot be made, such as where the question pre- 
sented involves a novel issue or the. matter is excluded from the juris- 
diction of a District. Director by the, provisions of section 4 of this 
Revenue Procedure, a, determination letter will not be issued. 

. 04 An "informiation letter" is a statnne»t issued either by the 
National Otfice or by a District Director v. hich does no more than call 
attention to a well establishecl interpretation or principle of tax h«w, 
without applying it to a specific set of facts. An information lettei 
m«y be issued when the nature of the request from the i»dividual or 
the organization suggests that, it is seeking general infonnatio», or 
where the request d oes not meet all the requi~reine»ts of section 6 of this 
Revenue Procedure, and it is believed that such general information 
will assist the individual or organization. 

. 05 A "Revenue Ruling" is an ofiicial interpretation by the Service 
whicli has been published in the Internal Revenue BuHetin. Revenue 
Rulings are issued only by the National Once and are published for 
tile lnfoi'matloll and guidance of tiixpavei's Internal Rcvelnie Sclv- 
ice officials, and others concer»ecl. 

, 06 A. "closing agreement", as the ter»i is»sed lierein, is an agree- 
ment between the Commissioner of Internal Revenue anII a taxp~ayer 
with respect to a specific issue or issues entered into pursuant to the 
authority cortained in section 7121 of the Internal Revenue Code of 
1054. Such a closing agreement is based on a rulin&~ which has been 
signed by the Commissioner and in which the Commissioner indicates 
th~at he mill enter into a closing agreemeiit on the basis of the holding 
of the ruling letter. Closing agreenients are final and conclusive 
except upon~a showing of fraud, malfe;ismice, or misrepresentation 
of a material fact. They may be entered into wliere it is advantageous 
to have tin matter permanently and co»el»sively closed, or where a, 
taxpayer can show good and sufficient re:iso»s for an agreement a»d 
the cover»ment will sustain no disadvantage by its consummation. 



SEG. 8. RULINGS ISSUED BY THE NATIDNAL OFFicE. 
. 01 In income, prof', te, and gift. tax matters, the National OfFice 

issues rulings on prospective transactions and on completed transac- 
tions before the. return is filed. However, rulings will not ordin'arily 
be issued if the identical issue is also involved in a return of the tax- 
payer already filed for a taxable period with respect to which the 
statutory period of limitation on assessment or refund of tax has not- 
expired. The National OfFice issues rulings involving qualifications 
of plans under section 401 of the Code or the exempt status of organi- 
zations under sections 501 or 591 of the Code, only to the extent pro- 
vided, in Revenue Procedure 69 — 81, page 517, this Bulletin, and 
Revenue Procedure 69 — 80, page 519, this Bulletin, respectively. The 
National OfFice will not issue rulings with respect to the replacement, 
of involuntarily converted property, even though replacement has not 
been made, if the taxpayer has filed a return for the taxable year in 
which the property was converted. However, see section 4. 06 of this 
Revenue Procedure as to the authority of District Directors to issue 
determination letters in this connection. 

. 09 In eetate tax matters, the National OfFice issues rulings with re- 
spect to transactions affecting the estate tax of a decedent before the 
estate tax return is filed. It will not rule with respect to such matters 
after the estate tax return has been filed, nor will it rule on matters 
relating to the application of the estate tax to property or the estate of 
a living person. 

. 08 In employment and excise tax matters, the National OSce . 
issues rulings with respect to prospective transactions and to com- 
pleted transactions either before or after the return is filed. However, 
the National OfFice will not rule with respect to an issue, whether re- 
lated to a prospective or a completed transaction, if it knows or has 
reason to believe that the same or an identical issue is before any field 
ofFice in an active examination or audit of the liability of the same 
taxpayer for a prior period. 

. 04 Ordinarily, the Service will not issue rulings to business, trade, 
or industrial associations, or to other similar groups, relating to the 
application of the tax laws to members of the groups. However, 
rulings may be issued to such groups or associations relating to their 
own tax status or liability. 
SEc. 4. DETERMzNATzox LETTERs IssUED BY DzsTRzcT DmEGTGRs. 

. 01 In income. profits, and gi ft tax, matters, District Directors issue 
determination letters in response to taxpayers' requests submitted fo 
their ofFices involving completed transactions which affect returns re- 
quired to be filed in their districts, but only if the question presented 
is covered specifically by statute, Treasury Decision or regulation, or 
specifically by a ruling, opinion, or court decision published in the 
Internal Revenue Bulletin. A determination letter will not usually 
be issued with respect to a question which involves a return to be filed 
by the taxpayer if the identical question is involved in a return or 
returns already fi]ed by the taxpayer. District Directors may not 
issue determination letters as to the tax consequence of prospective or 
proposed transactions, except as provided in paragraphs . 05 and . 06, 
below. 
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. 02 In e3tate tax matters, District Directors issue determination 
letters in response to requests submitted to their offices afFecting the 
estate tax returns of decedents which vill be filed in their districts, 
but only if the questions presented are specifically covered by statute, 
Treasury Decision, or regulations, or specifically by a ruling, opinion 
or court decision published in the Internal Revenue Bulletin. District 
Directors may not issue determination letters relating to matters in- 
volving the application of the estate tax to property or the estate of 
a living person. 

. 08 In emp/oddment and evci3e tax matters, District Directors issue 
determination letters in response to requests from taxpayers who have 
filed or who are required to file returns in their districts, but only if 
the questions presented are covered specifically by statute, Treasury 
Decision or regulations, or specifically by a ruling, opinion, or court 
decision published in the Internal Revenue Bulletin. Becaiise of the 
impact of these taxes upon the business operation of the taxpayer and 
because of special problems of administration both to the Service and 
to the taxpayer, District Directors may take appropriate action in 
regard to such requests, whether they relate to completed or prospec- 
tive transactions or returns previously filed or to be filed. 

. 04 Notwithstanding the provisions of paragraphs . 01, . 02, and 
. 08 of this section, a District Director may not issue a determination 
letter in response to an inquiry, although presenting a question covered 
specifically by statute, re~lations, rulings, etc. , published in the In- 
ternal Revenue Bulletin, where (1) it appears that the taxpayer has 
directed a similar inquiry to the National Office, (2) the determination 
letter is requested by an industry, trade association, or similar group, 
or (8) the request involves an industry-wide problem. Under no 
circumstances will a District Director issue a determination letter 
unless it is clearly indicated that the inquiry is with regard to a, tax- 
payer or taxpayers who have filed or are required to file returns in the 
district under his supervision. Notwithstanding the provisions of 
paragraph . 08 of this section, a District Director may not issue a de- 
termination letter on an employment tax question when the specific 
question involved has been or is being considered by the National 
Office of the Social Security Administration. Nor may District Di- 
rectors issue determination letters on excise tax questions if a request 
is for a determination of fair market price under sections 4216(b) and 
4218 of the Code. However, the National Office will issue rulings in 
this area. See section 5. 08. 

. 05 District Directors issue determination letters as to the qualifica- 
tion of plans under section 401 of the Code, and as to the exempt status 
of related trusts under section 501 of the Code, to the extent provided 
in Revenue Procedure 62 — 81, 3upru. They also issue determination 
letters as to the qualification of certain organizations for exemption 
from Federal income tax under sections 501 and 521 of the Code, to 
the extent provided in Revenue Procedure 62 — 80, 3upra. 

. 06 District Directors issue determination letters with regard to 
the replacement of involuntarily converted property under section 
1088 of the Code even though the replacement has not been made, if 
the taxpayer has filed his income tax return for the year in which the 
property was involuntarily converted. 

674924' — 63 33 



. 07 A request, received by a District Director with Iespect to a 
question involved in an income, profits, estate, or gift tax return already 
filed will, in general, be considered in connection with the examination 
of the return. If response is made to such inquiry prior to an exam- 
ination or audit, it will be considered a tentative finding in any subse- 
quent examination or audit of the return. 
SrC. 5. DISCRETIONARY AUTHORITY To ISSUE RULINGS AND DETERMINA- 

TION LETTERS. 
. 01 It is the practice of the Service to answer inquiries of indi- 

viduals and organizations, whenever appropriate in the interest of 
sounel tax administration, as to their status for tax purposes and the 
tax eff'ect of their acts or transactions. 

. 02 There are, however, certain areas where, because of the in- 
herently factual nature of the problem involved, or for other reasons, 
the Service will not issue rulings or determination letters. A list of 
these areas is set forth in Revenue Procedure 62 — M, page 527, this 
Bulletin. This list is not all inclusive since the Service may decline 
to issue rulings or determination letters on other questions whenever 
warranted by the facts or circumstances of a particular case. The ¹ 
tional Office and District Directors may, when it is deemed appropriate 
and in the best interest of the Service, issue information letters calling 
attention to well established principles of tax law. 

. 03 The National Oflice will issue rulings in all cases on prospective 
or future transactions when the law or regulations require a determina- 
tion of the efFect of a proposed transa~ction for tax purposes, as in 
the case of a transfer coming within the provisions of sections 1491 
and 14M of the Code, or an exchange coming within the provisions 
of section 807 of the Code. The Xational Offic will issue rulings in 
all cases involving the determination of a, constructive sales price under 
section 4216 (b) or 4218 of the Code. 
SEC. 6. INSTRUCTIONS To TAXPAYERS. 

. 01 A. request for a determination letter or a ruling is to be sub- 
mitted in cluplicate if (1) it is a request for exeinption under section 
501(c) or 501(d) of the Code; (2) more than one issue is presented in 
the request; or (8) a closing agreement is requested with respect to 
the issue presented. It is not, necessary to present. requests in duplicate 
under other circumstances, including requests for exemption from 
tax under section 521 of the Code or with respect to the qualification 
of plans under section 401 of the Code. Requests relating to prospec- 
tive transactions may not contain alternative plans. 

. 02 Each request for a determination letter or a ruling must con- 
tain a complete statement of facts relating to the transaction. This 
includes, but is not necessarily limited to, the names, addresses, and 
taxpayer account numbers of all interested parties; the district office 
ivhere eacli files or will file its return or report; a~ full and precise 
statement of the business reasons for the transaction; and true copies of «ll contracts, wills, deeds, agreements, or othei documents involved 
in the transaction. The request must contain a statement whetlipi to 
the best of the knowledge of the taxpayer or his representative, tlie 
identical issue is pendino. before any field oflice of the Service, aiid, if 
knoiv», the oflice i»volved. Where the request pertains to only pne 
step of a larger i»tegrated tra»saction, the facts, circumstances, etc ') 
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must be submitted with respect to the entire transaction. (The term 
"all interested parties" is not to be construed as requiring a list of all 
shareholders of a widely held corporation requesting a ruling relating 
to a reorganization, or a list of employees where a large number may 
be involved in a plan. ) As documents and exhibits kiecome a part of 
the Internal Revenue Service file and cannot be returned, the original 
documents should not be submitted. When documents and exhibits 
are submitted, they must be accompanied by an analysis of their bear- 
ing on the issue or issues, specifying the pertinent provisions. If the 
request is with respect to a corporate distribution, reorganization, or 
other similar or related transaction, the corporate balance sheet nearest 
the date of the transaction should be submitted. (If the request re- 
lates to a prospective transaction, the most recent balance sheet should 
be submitted. ) 

. 08 If the taxpayer is contending for a particular determination, 
he must furnish an explanation of the grounds for his contentions, 
together with a statement of relevant, authorities in support of his 
views. Even though the taxpayer is urging no particular determina- 
tion with regard to a proposed or prospective transaction, he must 
state his views as to the tax results of the proposed action and furnish 
a statement of relevant authorities to support such views. 

. 04 If the request is with respect to the qualification of a plan under 
section 401(a) of the Code, see Revenue Procedure 62 — 81, supra. If 
the request is with respect to the qualification of an organization for 
exeinption from Federal income tax under section 501 or 521 of the 
Code, see Revenue Procedure 62 — 80, supra. 

. 05 A request by or for:& taxpayer must be signed by the taxpayer 
or his authorized representative. If the request, is signed by a repre- 
sentative of the taxpayer, or if the representative is to appear before 
the Internal Revenue Service in connection with the request, he must 
be currently enrolled to practice before the Internal Revenue Service. 
An individual who is not enrolled to practice before the Internal Reve- 
nue Service will ordinarily be permitted to represent his full-time 
employer. A corporation, trust, estate, associat, ion, or organized group 
may ordinarily be represented by a bona fide officcr, administrator, 
trustee, etc. , even though that individual is not enrolled to practice. 
An unenrolled preparer of a return who is not a full-time employee 
or a bona fide officer, administrator, trustee, etc. , may not represent a, 

taxpayer with respect to a ruling or a determination letter. Any 
authorized. representative, whether or not he is enrolled to practice, 
must present to the Service a power of attorney, executed by the tax- 
payer, authorizing him to act, in behalf of the taxpayer with respect, 
to the request. 

. 06 A request for a ruling by the National Office should be ad- 
dressed to the Commissioner of Internal Revenue, Washington 25, 
D. C. A request for a determination letter should be addressed to the 
District Director of Internal Revenue for the district with v, hich the 
tax return of the taxpayer has been filed or is required to be filed. 
See also Revenue Procedure 62 — 30 and Revenue Procedure 62 — 81. 

. 07 Any request for a ruling or a determination letter whIch does 
not comply with all the provisions of this Revenue Procedure will be 
acknowledged, pointing out the requirements which have not been 
met. 
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. 08 A taxpayer or his representative who desires an oral discus- 
sion of the issue or issues involved should indicate such desire in 
writing when filing the request or soon thereafter in order that the 
conference inay be~arranged at that stage of the consideration when 
it will be most, helpful. 

. 09 It is the practice of the Service to process requests for rulings 
or determination letters in regular order and as expeditiously as pos- 
sible. Compliance with a request for consideration of a particular 
niatter ahead of its regular order, or by a specified time, tends to 
delay the disposition of other matters. Requests for processing ahead 
of the regular order, made in writing and showing clear need for such 
treatment, will be given consideration as the particular circumstances 
warrant. However, no assurance can be given that any ruling or 
determination letter will be processed by the time requested. Requests 
by telegram will be treated in the same manner as requests by letter. 
Ruling~s and determination letters ordinarily will not be issued by 
telegram. A taxpayer or his representative desiring to obtain infor- 
mation as to the status of his case may do so by contacting the Office 
of the Director, Tax Rulings Division, Washington 25, D. C. (Tele- 
phone number 064 — 4504 or 064 — 4505. ) 

. 10 Where a taxpayer receives a determination letter or a ruling 
prior to the filing of his return he should attach to his return the 
determination lett~er or ruling (or a copy thereof) with respect to any 
transaction which has been consummated and ivhich is relevant to the 
return being filed. 

Szo. 7. Coxrrnrr-mrs ix- riir. N&Yzoi ai, Orrzcz. 
. 01 If a conference has been requested, the taxpayer will be noti- 

fied of the time and place of the conference. In order to promote a 
free and open discussion of the vital issues, the conference will usually 
be held after the branch has had an opportunity to thoroughly study 
the issue. If conferences are being arranged with respect to more 
than one request for a ruling involv~ing the same taxpayer, they will 
be so scheduled as to cause the least inconvenience to the taxpayer. 

. 09 A taxpayer is entitled, as a matter of right, to only one con- 
ference in the National Oflicc unless one of the circumstances discussed 
in this section exists. This conference will usually be held at, the 
branch level in the Tax Rulings Division and will usually be attended 
by a person who has authority to act for the branch chief. If. more 
than one subject is to be discussed at the conference, the discussion ivill 
constitute a conference with respect to each subject. At the request 
of the taxpayer or his representative, the conference niay be held at an 
earlier stage in the consideration of tlie case than the Service iiould 
ordinarily designate. No taxpayer has a "right" to appeal the action 
of a branch to a division director or to any otlier official of the Service. 

. 03 In the process of consideration, in the National Office, of a 
position proposed by a branch, it may appear that the position of the 
Service will involve a reversal of the position proposed by the branch 
with a result that will be less favorable to the taxpayer. Or it may 
appear that an adverse position proposed by a branch will be sus 
tained and become the position of the Service, but on a neiv or diff'erent 
issue or on substantially diff'erent grounds than that on whicli the 
branch turned the case. Under either of these circumstances, the tax 
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payer or his representative will be invited to another conference. 
The provisions of this Revenue Procedure limiting the number of 
conferences to which a taxpayer is entitled will not foreclose the invi- 
tation of a taxpayer to attend further conferences when, in the opinion 
of responsible National Office personnel, such need arises. All addi- 
tional conferences of the type discussed in this paragraph are held 
only at the invitation of the Service. 

. 04 It is the responsibility of the taxpayer to add to the case file 
a written record of any additional data, lines of reasoning, precedents, 
etc. , which are proposed by the taxpayer and discussed at the con- 
ference but which were not previously or adequately presented in 
writing. 

SEC. 8. RErERENCE OF MATTERS To THE NATIONAL OFFICE. 

. 01 Requests f' or determination letters received by District Direc- 
tors which, in accordance with the provisions of section 4 of this 
Revenue Procedure, may not, be acted upon by a district ofhce shall be 
forwarded to the National Office for reply and the taxpayer advised 
accordingly. District Directors also may refer to the National Once 
any request for a determination letter which in their judgment war- 
rants the attention of the National Office. See also the provisions of 
Revenue Procedure 69 — 81, ~upsy, with respect to requests relating to 
qualification of a plan under section 401 of the Code, and Reve~nue 
Procedure 69 — 80, supra, with respect to applications for exemption 
from tax under sections 501 and 591 of the Code. 

. 02 If the request is with regard to an issue or an area with respect 
to which the Service will not issue a ruling or a determination letter, 
such request will not be forwarded to the National OfBce, but the dis- 
trict office will a, dvise the taxpayer that the Service will not issue a 
ruling or a determination letter on the issue. See section 5. 09 of this 
Revenue Procedure. 
SEC. 0. REFERENCE OF MATTERS To DISTRICT OrrICES. 

Requests for rulings received in the National Office which, pursuant 
to the provisions of section 3 of this Revenue Procedure, may not be 
acted upon by the National Ofrice, but which, under the authorities 
set out in section 4, may be acted upon by a district ofrice will be for- 
warded for appropriate action to the district office in which tlie return 
has been or will be filed. If the request is with respect to an issue or 
an area of the type discussed in section 5. 09, the taxpayer will be so 
advised and the request may be forwarded to the appropriate district 
office for association with the proper return or report of the taxpayer. 
SEC. 10. REVIEW OF DETERMINATION LETTERS. 

. 01 Determination letters issued with respect to the types of in- 
quiries authorized by sections 4. 01, 4. 09, and 4. 08 are not generally 
reviewed by the National Oflice as they merely inform a taxpayer of 
a position of the Service which has been previously established either 
in the regulations or in a ruling, opinion, or court decision published 
in the Internal Revenue Bulletin. If a taxpayer believes that a deter- 
mination letter of this type is in error, he may ask the District Director 
to reconsider the matter. He may also ask the District Director to 
request advice from the National Office. If the District Director, in 
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his discretion, decides to request such advice, the procedure in Revenue 
Procedure 62 — 29, page 507, this Bulletin, will be followed. 

. 02 The procedures for review of determination letters relating to 
the qualification of. employers' plans under section 401(a) of the Code 
are provided in Revenue Procedure 62 — 31. 

. 03 The procedures for review of' determination letters relating to 
the exemption from Federal income tax of certain organizations under 
sections 501 and 521 of the Code are provided in Revenue Procedure 
62 — 80. 
SKG. 11. WITTTDRAWAL OF RKQI. 'Ksls. 

The taxpayer's request for a ruling or a determination letter may 
be withdrawn at any time prior to the signing of the letter of reply. 
However, in such a case, the National Office may furnish its views to 
the District, Director in whose office the return has been or will be filed. 
The District Director will consider the information submitted in a 
subsequent audit or examination of the taxpayer's return. Even 
though a request is withdrawn, all correspondence and exhibits will 
be retained in the Service and may not be returned to the taxpayer. 
SEC. 12. ORAL ADVICE To TAXPAYERS. 

. 01 The Service does not issue rulings or determination letters upon 
oral requests. Fulthermore, Nationa~l Office officials and employees 
ordinarily will not discuss a substantive tax issue with a taxpayer or 
his representative prior to the receipt of a request for a ruling, since 
oral opinions or advice are not binding on the Service. This should 
not be construed as preventing a taxpayer or his representative fronl 
inquiring whether the Service will rule on a particular question, or 
from discussing questions relating to procedural matters with regard 
to submitting a~request for a ruling. 

. 02 A taxpayer may, of course, seek oral technical assistance from 
a district office in the preparation of his return or report, pursuant to 
other established procedures. Such oral advice is advisory only and 
the Service is not bound to recognize it in the examination of the tax- 
payeI' s I'etui'n. 

SEC. 18. EFFECT OF RULI&os. 
. 01 A ruling, except to the extent, incorporated in a. closing agree- 

ment, may be reivoked or modified at any time in the wise adiiiinistra- 
tion of the taxing statutes. See section 2. 00 for the effect of a closing 
agreement. If a ruling is revoked or modifie&l, the revocation or 
modification applies to~all open years under the statutes, unless the 
Commissioner exercises the discretionary powers given to him under 
section 7805 (b) of the Code to limit, the retroactive eff'ect of the ruling. 
The manner in which the Commissioner generally will exercise this 
power is set forth in this section. Arith reference to rulings relating 
to the sale or lease of articles subject to the manufacturers excise tax 
and the retailers excise tax, see specifically section 13. 08. 

. 02 As part of the determination of a taxpayer's liability, it is 
the responsibility of the District Director to ascertain whether any 
ruling previously issued to the taxpayer has been properly applied. 
It should be determined whether the representations upon which the 
ruling was based reffected an accurate statement, of the material facts 
and whether the transaction actually was carried out substantially as 
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proposed. If, in the course of the determination of the tax liability, 
it is tlie view of the District Director that a ruling previously issued 
to the taxpayer should be modified or revoked, the findings and recom- 
mendations of that once will be forwarded to the National OfFice for 
consideration prior to further action. Such reference to the National 
0%ce will be treated as a request for technical advice and the proce- 
dures of Revenue Procedure 6& — 20, supra, will be followed. Other- 
wise, the ruling is to be applied by the district ofFice in its determina- 
tion of the taxpayer's liability. 

. 03 Appropriate coordination with the National OSce shall be 
undertaken in the event that any other field ofFicial having jurisdic- 
tion of a return or other matter proposes to reach a conclusion con- 
trary to a ruling previously issued to the taxpayer. 

. 04 A ruling found to be in error or no longer in accord with the 
position of the Service may be modified or revoked. Modification or 
revocation may be efFected by a notice to the taxpayer to whom the 
ruling originally was issued, or by a Revenue Ruling or other state- 
ment published in the Internal Revenue Bulletin. 

. 05 Except in rare or unusual circumstances, the revocation or 
modification of a ruling will not be applied retroactively with respect 
to the taxpayer to whom the ruling was originally issued or to a tax- 
payer whose tax liability was directly involved in such ruling if (1) 
there has been no misstatement or omission of material facts, (9) the 
facts subsequently developed are not materially difFerent from the facts 
on which the ruling was based, (8) there has been no change in the 
applicable law, (4) the ruling was originally issued with respect. to a 
prospective or proposed transaction, and (5) the taxpayer directly in- 
volved in the ruling acted in good faith in reliance upon the riiling 
and the retroactive revocation would be to his detriment. . To illus- 
trate, the tax liability of each employee covered by a ruling relating 
to a pension plan of an employer is directly involved in such ruling. 
Also, the tax liability of each shareholder is directly involved in a 
rulin~g related to the reorganization of a corporation. However, the 
tax liability of members of an industry is not directly involved in a 
ruling issued to one of the members, and the position tahen in a revoca- 
tion or modification of a ruling to one member of an industry may be 
retroactively applied to other members of that industry. By the same 
reasoning, a tax practitioner may not obtain the nonretroactive ap- 
plication to one client of a modification or revocation of a ruling 
previously issued to another client. 

. 06 A ruling issued to a taxpayer on a particular transaction ap- 
plies to that transaction only. If the ruling is later found to be in error 
or no longer in accord with the position of. the Service, it will afFord 
the taxpayer no protection with respect to a like transaction in the 
same or subsequent year, except to the extent provided in Sections 
13. 07 and 13. 08. 

. 07 If a ruling is issued covering a continuing action or a series 
and it is det~rmin~d that tlie ruling was in ~rr~~ or 

longer in accord with the position of the Service, the Commissioner 
ordinarily will limit the retroactivity of the revocation or niodifiica- 
tion to a date not earlier than that on which the original ruling was 
modified or revoked. To illustrate, if a taxpaver rendered service or 
provided a facility which is subject to the excise tax on services or 
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facilities, a»d in reliance on a ruling issued to the same taxpayer did 
not pass the tax on to the user of the service or the facility, the Com- 
missioner ordinarily will restrict the retroactive application of the 
revocation or modification of the ruling. 

. 08 A. ruling holding that the sale or lease of a particular article 
is subject to the manufacturers excise tax or the retailers excise tax 
may not revoke or modify retroactively a prior ruling holding that 
the sale or lease of such article was not taxable, if the taxpayer to 
Ivhom the ruling was issued, in reliance upon such prior ruling, parted 
with possession or ownership of the article without passing the tax 
on to his customer. Section 1108(b), Revenue Act of 1926. 

. 09 With respect to Revenue Rulings published in the Internal 
Revenue Bulletin, taxpayers generally may rely upon such rulings in 
determining the rule applicable to their own transactions and need 
not request a specific ruling applying the principles of a published 
Revenue Ruling to the facts of their particular cases where otherwise 
applicable. However, see section 18. 10 below. Revenue Rulings pub- 
lished in the Internal Revenue Bulletin ordinarily are not revoked 
or modified retroactively. 

. 10 Since each Revenue Ruling represents the conclusion of the 
Service as to the application of the law to the entire state of facts in- 
volved, taxpayers, Service personnel, and others concerned are cau- 
tioned against reaching the same conclusion in other cases unless 
the facts and circumstances are substantially the same. Furthermore, 
they should consider the efFect of subsequent legislation, regulations, 
court decisions, and Revenue Rulings. 
SEC. 14. EFFxcT OI' DFTER&IINATION LKTTKRs. 

. 01 A determination letter issued by a District, Director, in ac- 
cordance with this Revenue Procedure, shall be given the same etFect 
upon examination of the return of the taxpayer to whom the determi- 
nation lett. er was issued as is described in section 18, in the case of a 
ruling issued to a taxpayer, except that reference to the National OKce 
is not necessary where, upon the examination of the return, it is the 
opinion of the District Director that a conclusion contrary to that 
expressed in the determination letter is indicated. A District Director 
may not limit the modification or revocation of a, determination letter 
but may refer the matter to the National Once for exercise by the 
Commissioner of his a, uthority to limit, the Inodification or revocation. 

. 02 In this connection see also Revenue Procedure 62 — 80 and 
Revenue Procedure 62 — 81, supra. 
SEc. 15. EFFECT CN OTHER DOCUMENTS. 

Revenue Ruling 54-172; C. B. 1954 — 1, 394; Revenue Procedure 
55 — 14, C. B. 1955 — 2, 918; and Revenue ProceduIe 59 — 22, C. B, 1959 — 1, 
834, are superseded by this Revenue Procedure. 
SEC. 16, EFFRCTIvz D, ITR. 

This Revenue Procedure is effective November 19, 1962, the date it 
was published in the Internal Revenue Bulletin. 
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26 CFR 601. 105: Examination of returns 
and claims for refund, credit or abate- 
ment; determina, tion of correct tax 
liability. 

Outline of general procedures of the Internal Revenue Service 
in furnishing technical advice to District Directors, and an explana- 
tion of the rights of taxpayers under these procedures. 

Mimeograph 6298, C. B. 1948-2, 59, and Revenue I'rocedure 58 — 14, 
C. B. 1958 — 2, 1125, superseded. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to prescribe the general 

procedures of the Internal Revenue Service in furnishing technical 
advice to District Directors of Internal Revenue. It is also intended 
to inform taxpayers of their rights when a District Director requests 
such advice from the National Office. For purposes of this Revenue 
Procedure any reference to district director or district office, also 
includes the office of the Director, Office of International Operations, 
where appropriate. 
SEc. 2. DEI'INITICN AND NATvIK oF TEGHNIGAL ADVICE. 

. 01 "Technical advice, " as used herein, means advice or guidance 
as to the interpretation and proper application of internal revenue 
laws, related statutes, and regulations, to a specific set of facts, fur- 
nished by the National Office upon request of' a district oflice in con- 
nection with the examination or consideration of a taxpayer's return 
or claim for refund or credit. It is furnished as a means of assisting 
Service personnel in closing cases and establishing and maintaining 
consistent positions in the several districts, It does not include memo- 
randums on matters of general technical application furnished to dis- 
trict offices where the issues are not raised in connection with the exami- 
nation of the return of a specific taxpayer. 

. 02 The consideration or exammation of the facts relating to a 
request for a determination letter is considered to be in connection 
with the examination or consideration of a return of the taxpayer. 
Thus, a District Director may, in his discretion, request technical 
advice with respect to the consideration of a request for a determina- 
tion letter. 
. 08 If a District Director is of the opinion that a ruling letter 

previously issued to a taxpayer should be modified or revoked, and 
he requests the National Office to reconsider the ruling, the reference 
of the matter to the National Office is treated as a request for technical 
advice and the procedures set out herein will be followed, (For pro- 
cedures relating to a request for a ruling see Revenue Procedure 62 — 28, 
page 496, this Bulletin. ) 

. 04 The provisions of this Revenue Procedure apply only to a case 
under the jurisdiction of a District Director. They do not apply to a 
case under the jurisdiction of the Alcohol and Tobacco Tax Division 
or of the Appellate Division. 

. 05 The Assistant Commissioner (Technical), acting under a dele- 
gation of authority from the Commissioner of Internal Revenue, is 
exclusively responsible for providing technical advice in any issue 
involving the establishment of basic principles or policies for the uni- 
form interpretation and application of substantive tax laws other than 
those which are under the juriscliction of the Alcohol and Tobacco Tax 
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Division. This authority has been la, rgely redelegated to subordinate 
oKcials. 
SEc. 8. AREAs IN WHIcII TEGIINIGAL ADvicE MA'Y BE REQUEsTED. 

. 01 District Directors may request technical advice or assistance on 
iniy technical or procedural question which develops during the audit 
or examination of a return, or claim for refund or credit, of a tax- 
payer. These procedures a~re applicable as provided in section 2. 

. 02 District Directors are encouraged to request technical advice 
on any technical or procedural question arising in connection with 
any case of the type described in section 2, at any state of the proceed- 
ings in the district olFIce, which cannot be resolved on the basis of law. 
regulations, or a clearly applicable Revenue Ruling or other precedent 
issued by the National OlFice. 

SEC. 4. REQUESTING TECHNIC. iL AnviCE. 
. 01 It is the responsibility of the district, ofFice to determine whether 

technical advice is to be requested on any issue before that oflice. 
Ho~ever, during the course of an examination or an informal con- 
ference in a district ofFice, a taxpayer or his representative may re- 
quest that an issue be referred to the National Oflice for technical 
advice on the grounds that a lack of uniformity exists as to the disposi- 
tion of the issue, or that the issue is so unusual or complex as to war- 
rant, consideration by the National Once. If, in the opinion of the 
examining oKcer or conferee, the circumstances do not ivarrant such 
referral, he will so advise the taxpayer. 

. 02 The taxpayer may appeal from the decision of tlie examining 
o%cer or conferee not to request technical advice by submitting to tha~t 

Glacial, within 10 days (or such longer period as may be agreed upon), 
a statement of the facts, law, and arguments with respect to the issue, 
and the reasons why he~ believes the matter should be referred to the 
National Once for aclvice. 

. 08 The examining oScer or conferee will submit the statement of 
the taxpayer through channels to the Chief, Audit Division, accom- 
panied by a statenient of his reasons why the issue should not be re- 
ferred to the National OlFIce. The Chief, Aurlit. Division, will deter- 
mine, on tlie basis of the statements siibmitted, whether technical 
advice will be requested. If he determines that technical advice is not 
ivarranted, he will so inform the taxpayer in writing. The taxpayer 
inay not appeal the rlecision of' the Chief, Audit Division, not to re- 
quest technical advice from the National OlFIce. The Service has other 
established procedures for reviewing the decisions of this ofFIcial ~~ hicli 
are designed to insure that he has properly used this authority. 

. 04 When technical advice is to be requested, whether or not upon 
the request of the taxpayer, the taxpayer will be so advised, except 
as noted in section 4. 09. If the examining olFIcer or the conferee 
initiates the action, the taxpayer will be furnished a copy of the state- 
ment of the pertinent facts and the question or questions proposed 
for submission to the National Once. The request for advice sub- 
mitted by the District Director should be so v orded as to avoid pos- 
sible misunderstanding, in the National OlFIce, of the facts or of the 
speciFIc point or points at issue. 

. 05 The taxpayer will be given 10 days (or such longer period as 
may be agreed upon) in which to indicate in writing the extent, if 
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any& to which he may not be in complete agreement with the statement 
of facts and specific questions presented to him by the district office. 
E~e~y effort should be made to reach agreement as to the facts and 
the specific point at issue. If agreement cannot be reached, the tax- 
payer may submit a statement of his understanding as to the specific 
point or points at issue which v. ill be forwarded to the Xa. tional Office 
with the request for advice. 

. 06 If the taxpayer initiates the action to request advice, he may 
be requested to prepare a statement of facts and a statement as to the 
specific point or points at issue. If the statement of facts or the ques- 
tions are not wholly acceptable to the district officials, the taxpayer 
will be advised in writing as to the areas of disagreement. If agree- 
ment cannot be reached, both the statement of the taxpayer and the 
statement of the district official will be forwarded to the National 
Office. 

. 07 The taxpayer may also submit a statement explaining his posi- 
tion on the issues, citing precedents which he believes will bear on the 
case. If this statement has been received, it should be forwarded to 
the National Office with the request for advice. If it is received at a 
later date, it should be forwarded for association with the case file. 

. 08 At the time the taxpayer is informed that the matter is being 
referred to the National Office, he will also be informed of his right 
to a conference in the National Office in the event an adverse decision 
is indicated, and will be asked to indicate whether he desires such a 
conference. 

. 09 The provisions of this section, relating to the referral of issues 
upon request of taxpayer, advising taxpayers of the referral of issues, 
and the granting of conferences in the National Once, are not appli- 
cable to matters primarily of internal concern or in inst. ances ~here 
it would be prejudicial to the interests of the Internal Revenue Service 
(as for example in cases involving fraud or jeopardy assessments). 
SEC. 5. PREPARATION OF TECHNICAL ADVICE MEMORANDA'M BY THE 

NATIONAL OFFICE. 
. 01 Immediately upon receipt in the National Office, the tech- 

nical assistant to whom the case is assigned will analyze the file to 
ascertain whether it meets all requirements of section 4. If the case 
is not complete, appropriate steps will be taken to complete the file. 

. 02 If the taxpayer has requested a conference in the National 
Office, the procedures in section 7 will be followed. 

. 03 Replies to requests for technical advice will be addressed to 
the District, Director and will be drafted in two parts. Each part will 
identify the taxpayer by name, address, identification number, and 
year or years involved. The first part (lIereafter called the "Techni- 
cal Memorandum" ) will contain (1) a recitation of the pertinent facts 
having a bearing on the issue; (9) a discussion of the facts, precedents, 
and reasoning of the Nation~al Office; and (3) the conclusions of the 
National Office. The conclusions v-ill give direct answers, whenever 
possible, to the specific questions of the district office. The discussion 
of the issues will be in such detail that the district officials are apprised 
of the reasoning underlying the conclusion. 

. 04 The second part of the reply will consist of a transmittal 
memorandum. In unusual cases it will serve as a vehicle for pro- 
viding the district office administrative information or other informa- 
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tion which, under the nondisclosure statutes, or for other reasons, may 
not be discussed with the taxpayer. 

. 05 It is tlie general practice of the Service to furnish a copy of 
the technical memorandum to the taxpayer, upon his request, after it 
has been adopted by the District Director. See section 5. 08. How- 
ever, where no definitive answer is given to the specific question pre- 
sented, wliere the factual submission is such as to indicate that the 
issue should be decided by the district OSce, or where it would not, be 
in the interest of a wise administration of the tax laws, a copy of the 
technical memorandum will not be furnished the taxpayer. The Na- 
tional Once will specifically advise the District Director in those cases 
where it is determined that a copy of the technical memorandum is not 
to be made available to the taxpayer. 
SEC. 6. ACTION ON TECIINICAL ADVICE IN DISTRICT OFFICES. 

. 01 Upon adoption of the technical advice by a District Director, 
the district OSce will proceed to process the taxpayer's case on the 
basis of the conclusions expressed in the technical advice memoran- 
dum. Except as provided in section 6. 02, a copy of the technical 
memorandum will be furnished to the taxpayer, upon his request, for 
his information as to the position of the Service on the issue. 

. 02 In those cases in which the National Once advises the District 
Director that he should not furnish a copy of the technical memoran- 
dum to the taxpayer, the District Director will so inform the taxpayer, 
if he requests such a copy. 
SEC. 7. CONFERENCE IN TIIE NATIONAL OFFICE. 

. 01 If, after a comprehensive study of the case file, it appears that 
advice which is adverse to the taxpayer shoulcl be given and a con- 
ference has been requested, the taxpayer will be notified of the time 
and place of the conference. If conferences are being arranged with 
respect to more than one request for advice involving the same tax- 
payer, they will be so scheduled as to cause the least inconvenience to 
the taxpayer. 

. 02 A taxpayer is entitled, as a matter of right, to only one con- 
ference in the National Office unless one of the circumstances discussed 
in this section exists. This conference will usually be held at the 
branch level in the Tax Ruling Division and will usually be attended 
by a person who has authority to act for the branch chief. If more 
than one subject is discussed at the conference, the discussion con- 
stitutes a conference with respect to each subject. At tlie request of 
the taxpayer or his representative, the conference may be iield at;in 
earlier stage in the consideration of the case than the Service would 
ordinarily designate. A taxpayer has no "right" of appeal from an 
action of a branch to the director of a division or to any other Na- 
tional Office OScial. 

. 08 In the process of consideration, in the National Once, of a 
position proposed by a branch, it may appear that the position of the 
Service will involve a reversal of the position proposed by the branch 
with a result that will be less favorable to the taxpayer or it may 
appear that an adverse position proposed by a branch-will be sus- 
tained and become the position of. the Service, but on a new «diferent 
issue or on substantially difFerent grounds than those on which the 
branch turned the case. Under eitlier of these circumstances, tlie 
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taxpayer or his representative will be invited to another conference. 
The provisions of this Revenue Procedure limiting the number of 
conferences to which a taxpayer is entitled will not foreclose inviting 
a taxpayer to attend further conferences when, in the opinion of 
responsible Xational Ofiice personnel, such need arises. All addi- 
tional conferences of the type discussed in this paragraph are held 
only at the invitation of the Service. 

. 04 It is the responsibilty of the taxpayer to furnish to the Xational 
Olfice, for addition to the case file, a written record of any additional 
data, lines of reasoning, precedents, etc. , which are proposed by the 
taxpayer and discussed at the conference but which were not pre- 
viously or adequately presented in writing. This additional record 
should be addressed to the Xational Ofiice, but it should be sent to 
the appropriate District Director who will forward it for association 
with the case file. The District Director nuiy verify the additional 
facts and data presented and comment upon it, to the extent he deems 
it appropriate, when he forwards it to the Xational OfFIce. 

. 05 A taxpayer or his representative desiring to obtain informa- 
tion as to the status of his case may do so by contacting the OfFIce of 
the Director, Tax Rulings Division, )washington 25, D. C. (Telephone 
number 964 — 4504 or 964-4505. ) 
SEC. 8. EFFECT OF TECIINICAL ADVICE. 

. 01 A technical advice memorandum represents an expression of 
the views of the Service as to the application of law, regulations, and 
precedents to the facts of a specific case, and is issued primarily as a 
means of assisting district OScials in the examination and closing of 
the case involved. 

. 02 A technical memorandum given a taxpayer will, in general, 
be afForded the same efFect as a ruling to the taxpayer on a closed 
and completed transaction. In this connection see section 18 of Reve- 
nue Procedure 62 — 28, supra. Since technical advice, in connection 
with cases of the type described in section 2. 01 of this Revenue Pro- 
cedure will always be issued with respect to a closed transaction, the 
taxpayer may not expect a modification or revocation of the position 
stated in the technical memorandum to be applied nonretroactively, 
except under circumstances of the type described in sections 13. 07 and 
18. 08 of Revenue Procedure 62 — 28, relating to continuing transactions. 

. 03 A District Director may raise an issue in any taxable period, 
even though he may have asked for and been furnished, technical 
advice with regard to the same or a similar issue in any other taxable 
period. 
SEC. 9. EFFECT oN OTIIER DOCIi3IENTS. 

Miineograph 6293, C. B. 1948 — 2, 59, and Revenue Procedure 58 — 14, 
C. B. 1958 — 2, 1125, are superseded by this Revenue Procedure. How- 
ever, cases forwarded to the Xational Office before the efFective date 
of tliis Revenue Procedure will not, be returned to a field OKce for 
compliance with the provisions of section 4 if the requirements of 
prior procedures were met, unless so requested by the district ofiice. 
SEC. 10. EFFFCTim DATz. 

This Revenue Procedure is efFective Xovember 19, 1962, the date of 
its publication in the Internal Revenue. Bulletin. 
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26 CFR 601-. 201: Rulings and determination letters. Rev. Proc. 62 — ~0 

(Also Part I, Sections 501, 52; 1. 501(a) — 1, 1. 521 — 1. ) 
Outline of the procedures with respect to requests for exemption 

from Federal income tax under sections 501 and 521 of the Internal 
Revenue Code of 1954. Revenue Ruling 54 — 164, C. B. 1954 — 1, 88, 
superseded, and Revenue Procedure 56 — 8, C. B. 1956 — 1, 1024, super- 
seded in part. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to describe the procedures 
of the Internal Revenue Service with respect to requests of organiza- 
tions for exemption from Federal income tax under sections 501 and 
521 of the Internal Revenue Code of 1954. This Revenue Procedure 
is intended to inform those organizations and their representatives of 
the procedures to follow in applying for exemption in order to pro- 
mote the scient handling of their applications. 

SEC. 2. FILING APPLICATIONS FOR EXEMPTION. 

. 01 General Requirements. — An organization claiming exemption 
under section 501 or section 521 of the Code is required to file an. 

application for exemption with the District Director of Internal Reve- 
nue for the district where it would otherwise be required to file a tax 
return, unless it has already obtained a ruling or determination letter 
holding it exempt from Federal income tax. Any application received 
in the National 0%ce or in a district OKce other than as provided 
above will be forwarded, without any action thereon. to the appro- 
priate district ofiice. 

. 02 Reguests other thanin the form of an application for ezernp- 
tion, involving the provisions of section 502 of the Code relating to 
feeder corporations, section 503 relating to prohibited transactions, 
section 504 relating to accumulation of income, or sections 511 through 
515 relating to unrelated business income, should be forwarded to the 
Commissioner of Internal Revenue, Washington 25, D. C. In this 
connection see section 5 of this Revenue Procedure and Revenue Pro- 
cedure 62 — 28, page 496, this Bulletin. 

. 08 Organizations neith less than 18 months' operation A deter- 
mination letter or a ruling will generally not be issued on the applica- 
tion of an organization until it has actively operated for a period of 
12 Inonths to an extent which will clearly demonstrate whether it is 
operated, in fact, for a purpose specified in the exemption statute. 
Thus, an organization should not file an application for exemption 
until it has been. in active operation (not mere existence) for at least 
12 Inonths and can demonstrate that it has operated for the purposes 
for which it was created. Exceptions to this general rule are pro- 
vided in section 4. 
SEc. , '3. CLAssIFIc&TION or APPLIcATIQNs. 

. 01 District Directors' cases. — District Directors are authorized by 
Revenue Procedure 62 — 28, to issue determination letters involving the 
exempt status of organiza'tions under sections 501 and 521 of the Code. 
That Revenue Procedure describes a determination letter as a state- 
ment issued by a District Director which applies the principles and 
precedents established by the Service to the facts involved in a par- 
ticular inquiry. Thusy determination letters with respect to applica- 
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tions for exemption from Federal income tax are issued only with 
regard to cases in which the application of section 501 or section 521 
of the Code to the facts presented in the applications is clear and 
which do not present involved or questionable issues. These cases ivill 
be classified as "District Director's cases. " 

. 02 National Ofhce cage8. — Cases which present involved or ques- 
tionable issues mill be classified as "National Office cases. " Exemp- 
tion applications so classified will be forwarded to the National Office 
by the District, Director for a ruling. The application mill be proc- 
essed in the National Office under tlute general procedures of Revenue 
Procedure 62 — 28, supra, and a ruling ivill be made directly to the 
organization. 

. 08 Applications for exemption ivhich involve deterniinations un- 
der section 502 of the Code relating to feeder corporations, section 50'3 
relating to prohibited transactions, section 504 relating to accumula- 
tions of income, or sections 511 through 515 relating to unrelated 
business income, are classified as "National Office cases. " 

. 04 Incomplete apph'cat~on cage8. — Exemption applications of or- 
ganizations of the type described in section 2. 08 of this Revenue Pro- 
cedure, and other exemption applications which do not contain the 
required information, v;ill be classified as "Incomplete application 
cases. " In these cases the organization mill be notified by appropriate 
letter as to the reason that a determination may not be made, but the 
application and related material will be retained. 
SEc. 4. DETER3IINATION LETTERs PRIOR To 12 MONTHs OF OPERATIoN. 

. 01 A tentative determination letter or ruling mill be issued to an 
organization with less than 12 months of active operation provided it 
is affirmatively shown in, or in connection with, its exemption applica- 
tion that the organization is of the community or public type and is 
organized for purposes within the purview of the exemption statute. 
Also, the details submitted in connection with its proposed activities 
should indicate tliat it mill engage in activities clearly within the con- 
templation of the statute. 

. 02 In order to constitute an organization of the "community or 
public type, " its governing board must be comprised of a cross section 
of persons of the community who represent, interests of the community 
and it must be sho~n that it will also derive substantial financial 
support from the public rather than from . a limited number of orga- 
nizations or individuals. 

. 08 Where the facts establish that the organization meets the re- 
quirements of this section, the District Director is authorized to issue 
a tentative determination letter. This letter will contain a require- 
ment that the organization shall submit a nem application, together 
with complete supportin& data as specified in the application f orm and 
in the regulations, at the end of its first full year of active operation 
(not mere existence). Where the facts, although persuasive of the 
conclusion that the requirements have been met, present involved or 
questionable issues, the application v;ill be classified as a "National 
Office case. " 

. 04 The provisions of this Revenue Procedure do not limit the 
authority of a District Director to make tentative determinations with 
respect to exemption of an organization from other Federal taxes (such 
as exemption from the admissions tax). Thus, a District Director 
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may make a tentative determination whether an organization is exempt 
from other Federal taxes even though a determination may not be 
macle with respect to Federal income tax. 

. 05 Determination letters allowing exemption under section 501 
(c) (14) of the Code will be issued to state chartered credit unions at 
any time after their formation if they operate under uniform bylaws 
approved by the state. 
SEC, 5. PROIIIBITED TRANSACTIONs. 

. 01 Section 508 of the Code denies exemption to certain organiza- 
tions which engage in transactions of the type described therein. The 
iVational Once may issue a ruling as to whether an organization has 
entered into, or proposes to enter into, a prohibited transaction; but, 
except as provided in section 5. 02, a ruling will not be issued where the 
determination is primarily one of fact, e. g. , nIarket value of property, 
reasonableness of compensation, etc. Also, no rulings will be issued 
with respect to such transactions as sales and leasebacks, gifts and 
leasebacks, and other rental transactions of real or personal property 
directly or indirectly with the creator or a related or controlled 
interest. 

. 02 XVhere the adequacy of the security of a loan is involved, a 
I uling may be issued, but only if there is a clear indication of value 
which can be established by reference to recognized sources without 
requiring physical valuation or appraisal. The following are ex- 
amples of transactions where the adequacy of security can be estab- 
lished by reference to recognized sources: 

1 A surety bond issued by a recognized surety company doing 
a surety bond business under applicable state law; 

2 An assignment of an insurance contract having a cash sur- 
render value su%cient to cover the loan, interest, and possible 
costs of collection; 

8 A first mort o. age on real property in an amount not in excess 
of 50 percent of its assessed value for local tax purposes; or, 

4 Collateral represented by securities listed on a recognized 
exchange of an aggregate value equal to twice the amount of the 
loan. 

. 03 District Directors do not issue determination letters where 
there is a question whether an organization has engaged in a trans- 
action of the type prohibited by section 503 of the Code. However, 
District Directors are expected, in the course of examination of the 
returns of the organization, to ascertain whether it has entered into 
a prohibited transaction. In this connection, see section 9 relating to 
revocation of exemptions. 

. 04 If it is concluded that a prohibited transaction was entered 
into by the organization for the purpose of diverting corpus or income 
from its exempt purpose and if the transaction involved a substantial 
part of the corpus or income of the organization, its exemption under 
the provisions of section 501(c) (8) of the Code is revoked and such 
revocation is effective as of the beginning of the taxable year during 
which the prohibited transaction was commenced. An organization 
is ordinarily notified of such revocation of exeInption by regular mail. 

. 05 In all other prohibited-transaction cases, the exemption is re- 
voked e8ective as of the beginning of the first taxable year after the 
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date of the revocation letter. In these cases the organization will be 
notified of the revocation of exemption by. registered or certified mail, 
sent to its last known adclress. 

. 06 YVhile the organization will usually be permitted to submit its 
brief and to be hea~rd in conference before the revocation notice is 
issued, the Service may, at its discretion, issue the revocation letter by 
registered or certified mail prior to the receipt, of the brief or prior to 
granting a conference. If it is later deterinined that the revocation 
was in error, it will be rescinded as of the date it was issued. 

07. An organization which is denied exemption under section 503 
of the Code may file a new application for exemption for any taxable 
year following tlie taxable year in which the notice of denial was 
issued. But an organization may not be granted an exemption before 
the beginning of the first taxable year following the year in which its 
new application is filed. Thus, if a revocation notice was issued in 
1961, the organization may not file a new application for exemption 
until 1962, and the new exemption may not be granted for a taxable 
year prior to 1968. If the organization does not file a new application 
until 1968, the new exemption may not be granted for a year prior 
to 1964. 
SEC. 6. REVIEW OF DETERMINATIOV LETTERS. 

. 01 The National OSce will review determination letters issuecl 
under the procedures set forth herein to the extent necessary to assure 
uniformity in the application of the principles and precedents of the 
Service. If it is believed that a determination letter does not conform 
to the interpretation and policies of the Service, the District Director 
will be advised of the exceptions noted. If the organization protests 
the exception taken, the matter will be returned to the National Ofiice. 
The determination letter and the protest will be treated as a request 
for technical advice and the procedures in Revenue Procedure 62 — 29, 
page 507, this Bulletin, will be f olloived. 

SEC. 7. REFERENCE OF MATTERS To THE NATIOVAL OFFICE. 
. 01 An organization may, within 80 days from the date of 

issuance of a deterinination letter, file a protest with the District 
Director. It may protest the denial of exemption or it may protest 
the determination as to subsection of the Code under which the 
exemption was granted. If, after considering the protest, the District 
Director maintains his adverse position and the organization does not 
agree, the case will be referred to the National Office. 

. 02 The matter will be handled as though the question of exeinp- 
tion had arisen in connection with the examination or consideration 
of the return of the organization and the District Director had re- 
quested technical advice. Thus, the procedures in Revenue Procedure 
62 — 29 will be followed. 
SEC. 8. EI'1ECT OF EXFDIPTIGX RVIIVGS AiVD DETERMINATION LETTERS. 

. 01 Exemption is usually eA'ective as of the date of formation 
of an organization if, during the period prior to the date of the ruling 
or determination letter, the purposes and activities of the organization 
ivere entirely consistent with the facts constituting the basis for the 
exemption. If the organization is required to cui tamil or alter its activ- 
ities, or to make substantive amendments to its enabling instrument, 

674924' — 63 64 
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the exemption will be effective only for the period subsequent to the 
time the organization meets the statutory requirements. 

. 02 A ruling or a determination letter holding an organization to 
be exempt is effective only as long as there has been no material change 
in the character, the purpose, or the method of operation of the organi- 
zation. The exemption may be revoked by a ruling or a determination 
letter addressed to the organization, or by a Revenue Ruling or other 
statement published in the Internal Revenue Bulletin applicable to 
the type of organization involved. See section 9 relating to revocation 
of exemptions. 

. 03 A ruling or a determination letter issued to an organization 
holding it to qualify for exemption under section 501 or section 521 
of the Code may be I evoked retroactively if there has been an omission 
or a misstatement of a material fact, if the organization operated in a 

manner materially different from that originally represented, or if the 
organization engaged in a prohibited transaction of the type described 
in section 5 of this Revenue Procedure. A ruling or a determination 
letter may also be revoked for failure to file an annual information 
return. 
SEC. 9. REVOKING AN EXEMPTION RULING OR DETERMINATION LETTER. 

. 01 If a district office concludes, in the course of examining an in- 
formation return, or from any other source, that a ruling or a deter- 
mination letter holding an organization to be exempt, should be re- 
voked or modified, the organization will be advised in ivriting of the 
proposed action and the reasons therefor. The district office will also 
advise the organization of its rights to protest the proposed action by 
submitting a statement of the facts, law, and arguments in support 
of its continued exemption, and of. its rights to an informal confer- 
ence in the district office. 

. 02 If the organization agrees with the proposed action, either 
before or after an informal conference, or if no protest is filed, the 
District Director will advise the organization in writing of the revoca- 
tion or modification of the exemption status. 

. 08 If, after considering the information submitted by the organi- 
zation, both in writing anh in conference, the district office is still of 
the opinion that the exemption letter should be modified or revoked, 
and the organization is not in agreement with such determination, the 
findings of that office will be forwarded to the Xational Office for 
consideration prior to further action. Such reference to the Xational 
Office will be considered a request for technical advice and the pro- 
cedures of Revenue Procedure 62 — 29, will be followed. 
SEC. 10. EFFECT ON OTHER PUBLICATIONS. 

. 01 The procedures of Revenue Procedure 62 — 28, 8upI'u, relating 
to the issuance of rulings and determination letters, are applicable to 
requests for exemption from Eederal income tax, except to the extent. 
inconsistent with the specific procedures and instructions of this 
Revenue Procedure. 

. 02 Revenue Ruling 54 — 164, C. B. 1954 — 1, 88, is superseded. Sec- 
tions 1(e) and 1(f) of Revenue Procedure 56 — 8, C. B. 1956 — 1, 1024& 
are superseded. 
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SEc. 11. ZPPECTivE DATE. 

The provisions of this Revenue Procedure became efFective Novem- 
ber 19, 1962, the date they vvere published in the Internal Revenue 
Bulletin. 

26 CFR 601. 201: Rulings and deterinination let ters. Rev. Proc. 62 — 31 
(Also Part I, Section 401; 1. 401 — 1. ) 

Outline of procedures of the Internal Revenue Service xvith re- 
spect to requests as to the qualification of pension, annuitv, profit- 
sharing, and stook bonus plans under section 401 (a) of the Internal 
Revenue Code of 1954 and the status for exemption of related trusts 
under section 501(a) of the Code. 

Revenue Procedure 56-12, C. B. 1956 — 1, 1029; Revenue Procedure 
56 — 88, C. B. 1956 — 2, 1694; Revenue Procedure 57 — 5, C. B. 1957 — 1, 
727; Revenue Procedure 60 — 1, C. B. 1960 — 1, 874; and Revenue Pro- 
cedure 61 — 11, C. B. 1961 — 1, 897, are superseded. Revenue Procedure 
56-8, C. B. 1956 — 1, 1024, is superseded in part. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to describe the genei", il 
procedures of the various 0%ces of the Internal Revenue Service for 
issuing deterlnination letters relating to the qualification of pension, 
annuity, profit-sharing, and stock bonus plans under section 401(a) 
of the Internal Revenue Code of 1954 and for issuing rulings and de- 
termination letters relating to the status for exemption of related 
trusts uncler section 501(a) of the Code. 

SEC. 2. BAcicGROUXD AND GENERAL INEORMATION. 

. 01 A trust created or organized in the United States and forming 
a part of a stock bonus, pension, or profit-sharing plan of an employer. 
for the exclusive benefit of his employees or their beneficiaries, ~vhich 
Ineets the requirements of section 401(a) of the Cocle, is a qualified 
trust and is exempt from Federal income tax under section 501(:i) 
unless the exemption is denied under section 502, relating to feeder 
organiza. tions, or section 503, relating to prohibited transactions. 

. 02 An exempt employees' trust is required to file an annual return 
as providecl by section 6033 of the Code. Form 990-P, Return of 
Employees' Trust Exempt from Tax, is used for this pilrpose. An 
exempt trust may, however, be subject to tax under section 511 of the 
Code on unrelatecl business income. Unrelatecl business income is 
reported on Form 990 — T, Exempt Organization Business Income Tax 
Retul'n. 

. 03 A. nontrusteed anmiity plan ivhich meets the requirements of 
section 401(a) (3), (4), (5), and (6) of the Cocle may confer special 
tax treatments proviclecl for under other sections of the Code, such as 
section 403(a) (2) (long term capitlll gain treatment) and section 
404(a) (2) (decluctions for employer contributions for the purchase of 
retirement annuities), if the additional provisions of such other sec- 
tions are also met. 

. 04 A ruling or a cletermination letter approving a pension, annu- 
ity, profit-sharing, or stock bonus plan, and the e~xempt status of a 
relatecl trust, if a~liy, is not requirecl as ~a conclition for obtaining the 
benefits pertaining to the plan or trust. However, section 4. 05 of 
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Revenue Procedure 62 — 28, page 496, this Bulletin, permits District 
Directors to issue determination letters relating to the qualification of 
plans and the exempt status of- related trusts. 

SEO. 3. DETERMINATION IiETTERS. 

. 01 Determination letters authorized by section 4. 05 of Revenue 
Procedure 62 — 28, are limited to the qualification of plans or trusts 
under section 401(a) of the Code and to the exempt status of trusts 
under section 501(a). This includes consummated and proposed 
transactions relating to the following: 

1 The initial qualification of a plan and, if trusteed, the status 
for exemption of a trust; 

2 Compliance with the applicable requirements of foreign 
situs trusts as to taxability of beneficiaries (section 402(c) ) and 
deductions for employer contributions (section 404(a) (4)); 

8 Amendments to plans and trusts; 
4 Curtailment, of plans; 
5 Termination of plans and trusts; and 
6 The efi'ect of the qualification of the plan, and status for 

exemption of the trust, of an investment of trust funds in the stock 
or securities of the employer or controlled corporation (owner- 
ship of 50 percent or more of all voting stock or 50 percent or 
more of' the total value of shares of all classes of stock) . 

. 02 Determination letters authorized in the preceding paragraph 
do not include determinations or opinions relating to other inquiries 
with respect to plans or trusts. Thus, except as provided in section 
8. 012, above, District Directors may not issue determination letters 
relating to issues under other sections of the Code, such as sections 72) 
402 thI ough 404) 502) 503, and 51 1 through 5 15, unless such determi- 
nation letters are otlIerwise authorized under section 4 of Revenue 
Procedure 62 — 28. 

. 08 Employees' trusts must be maintained and operated for the 
exclusive benefit of the employees or their beneficiaries, and invest- 
ments by such trusts must be consistent with that purpose. See part 
2(r) (1) of Revenue Ruling 61 — 157) C. B. 1961 — 2, 67. District Direc- 
tors are authorized to issue determination letters with respect to the 
investments of such trusts in the stocks or securities of corporations 
of the type described in section 8. 016) relating to the compliance with 
these requirements. However, they may not issue determination let- 
ters with regard to the fair market value of the investment or with 
respect to the adequacy of seciIrity behind a loan. These issues are 
within the prohibited transactions area. In this connection, see sec- 
tion 5 of this Revenue Procedure. 
Sec. 4. INsTRIJOTIQNs To TAZPAYERs. 

. 01 All of the provisions of section 6 of Revenue Procedure 62 — 28, 
are applicable with respect to requests for determination letters of 
the type discussed in this Revenue Procedure. In addition, the in- 
formation required by paragraphs . 02 through . 05 below, must also be 
furnished in requesting a determination letter with respect to the 
qualification of an employee plan or trust. 
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. 02 If the request relates to the initial qualification ot a plan or 
the compliance with the requireinents for a, foreign situs trust, the 
following information must be submitted: 

1 The information required by section 1. 404(a) — 2 of the In- 
come Ta, x Regulations:, 

Type of organization of employer; 
3 Date incor~porated, if a corporation, or date business com- 

menced, if other type ol organization; 
4 Nature of business of employer; and 
5 Name of predecessor business, if any, type of organization 

of predecessor, and when transfer took place. 
. 03 If the request relates to an amendment to a plan, the following 

information must be submitted: 
1 A. copy of the amendment; 
2 The information required by section 1. 404(a, ) — 2 of the regu- 

lations unless it was furnished with a request for a determination 
letter for the same year for which the amendment is to become 
efFective. (However, if the amendment changes the require- 
ments for coverage, contributions, or benefits, the hiformation 
must be subnfitted even. though previously submitted with a prior 
request. ); 

8 The information required by section 4. 022 through 4. 025 
above, unless it was previously furnished with a request for a 
determination letter. 

. 04 H the request relates to a curtailment or. termination of the 
plan, the following information must, be submitted: 

1 The date the plan wa. s, or is proposed to be, terminated or 
curtailed; 

A statement of the reasons and circumstances for the ter- 
mination or curtailment; 

3 A statement whether any of. the funds under the plan. will 
revert to or become available to the employer; if so, details must 
be furnished; 

4 A statement, with full particulars, as to any funds under 
the plan which at. any time were contributed in the form of, or 
invested in, obligations or property of the employer or rela~ted 
compa, nies; 

5 The information specified below, in columnar form, with 
respect to each of the 25 highest paid employees covered by the 
plan at the time of termination or curtailment (the most recent 
anniversary date of the plan if the action is proposed), listed 
in the order of their compensation, and with respect to all other 
employees covered by the plan (as a group) and showing the 
number in the group: 

a Name and whether or not an ofBcer; 
b Percentage of each class of stock owned directly or 

indirect. ly by the employee or members of his family; 
c Data, separately for the year of termination or curtail- 

ment and for each of the five prececling years of the plan's 
operation (if more are required they will be requested) with 
respect, to (1) Total compensation other than deferred com- 
pensation, (2) Employer's contribution, (8) Employee's 
contribution, and (4) Employee's share of forfeitures, 
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d Totals for each of the columns under subparagraph c 
for each year; 

e Summary columns aggregating for all years (totaled 
horizontally) with respect to each employee listed and for 
all others, data similar to that required by subparagraph c; 
and 

f Total value of benefits distributed or to be distributed 
to each employee listed, and to all others; 

6 A schedule showing separately for the year of termination 
or curtailment and for each of the five preceding years of the 
plan (if more are required they will be requested): 

a. Number of participants at beginning. of year; 
b Number of participants added in year; 
c Number of participants dropped in year; and 
d Number of participants remaining at end of year. 

. 05 If the request relates to an investment of trust funds in the 
stock or securities of the employer, the following information, with- 
out duplicating information previously furnished, must be submitted: 

1 Balance sheets of the employer (and controlled corporation, 
if involved) as of the close of the last two taxable years; 

Comparative statements of income and profit and loss for 
the last five taxable years; 

3 Analysis of surplus for the last five years, specifically show- 
ing the amount and rate of dividends paid on each class of stock; 

4 A statement accounting for all material changes from the 
latest dates of the information in I, 9, and 8 to the date of filing 
the information; 

5 A schedule showing the nature and amounts of the various 
assets in the trust fund; and 

6 A statement setting forth the amount to be invested in the 
stock or securities of the employer or a controlled corporation 
(or both), the nature of the investment, the present rate of return, 
collateral or type of security for the loan, if any, and the reasons 
f or the investment. 

(The information called for under paragraphs 1, 2, and 6, and re- 
lated data, may be submitted in composite form as shown in Exhibit 
"A, " page 526. ) A full disclosure must be made where trust funds 
are invested in stock or securities of, or loaned to, the employer, 
whether or not a determination letter is requested. The above in- 
formation must in all cases be furnished to the appropriate District 
Director. See section 4. 07, below. 

. 06 Where, in connection with the request for a determination as 
to the qualification of the plan, it is necessary t, o determine whether 
an organization is an association, taxable as a corporation under the 
provisions of section 7701 of the Code, and that an employer-em- 
ployee relationship exists between it and. its associates, the request 
shall also be accompanied by copies of the articles of association or 
agreement establishing the organization, bylaws, and all other data 
relevant to the formation and operation of tlie association, and sliould 
show all pertinent dates. The organization should also support its 
request by furnishing copies of tlie applicable local la» relating to 
its status, copies of contra ts of employment with its associates, aiid a 
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brief of its position with respect to its status for taxation of the oi- 
ganization, and its relationship with its associates. 

. 07 Requests for determination letters with respect to inatters au- 
thorized by section 8. 01 and the necessary supporting data, are to be 
addressed to the District Director specified beloiv: 

1 A single employer will address his request to the District 
Director for the district in which its principal place of busiiiess 
is located. 

If a parent company and its subsidiaries have a single phui, 
the request will be addressed to the District Director for the dis- 
trict in which the principal place of business of the parent com- 
pany is located, whether separate or consolidated returns are 
filed. 

If the plan is established or proposerl for an industry by all 
subscribing employers, whose principal places of business are 
located within the jurisdiction of more than one District Director, 
the request will be addressed to the District Director for the dis- 
trict in ivhich is located the principal place of business of the 
trustee, or if more than one trustee, the usual meeting place of 
the trustees. 

4 In the case of a, pooled fund arrangement (individual trusts 
under separate plans pooling their funds for investment purposes 
through a master trust), the request on behalf ot the mast. er trust 
will be addressed to the District Director for the district wher», 
the principal place of business of such trust is lo«ated. Requests 
on behalf of the participating trusts and related plans will be 
addressed as otherwise herein provided. 

5 In the case of a plan of multiple employers not otherwi. '» 
herein provided for, the request will be addressed to the District 
Director for the district in which is located the principal place 
of business of the trustee, or if not, trustee&1, or if more tlian one 
trustee, the principal or usual meeting place of. the trustees or 
plan supervisors. 

6 If the plan is with respect to in organization of the ty}ie 
desci~bed in section 4. 06, above, the assoc~iation ivill address its 
request to tlie District, Director with whom it is required to file 
its tax returns. 

SEC. 5. PROIIIBITED TRANSACTIONS. 

. 01 Section 508 of the Code denies exeniption to certain organiza- 
tions which engage in transactions of the type described therein. Tlie 
National OQice niay issue a ruling as to whether a trust, has entered 
into, or proposes to enter into, a~prohibited transaction, but, except 
as provided in section 5. 02, a ruling will not be issued where the 
rletermination is priinarily one of fact, e. g. market value of property, 
reasonableness of compensation, etc. Also, no rulings or determina- 
tion letters will be issiied witli respect to su«h transactions as sales and 
Ieasebacks, gifts and l»asebacks, and other rent;il transactions of real 
or personal propeity directly or indirectly with the creator, or a re- 
lated or controlled interest. 

. 02 AVhere the adequacy of the security of a loan is involved, a 
ruling may bc issued, but, only if there is a cleai indication of value 
whicli can be established by reference to recognized sources ivithout 
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requiring physical valuation or appraisal. The following are ex- 
amples of transactions where the adequacy of security can be estab- 
lished by reference to recognized sources: 

1 A surety bond issued by a recognized surety company doing 
a surety bond business under applicable state law; 

An assignment of an insurance contract, having a cash sur- 
render value sufficient to cover the loan, interest, and possible costs 
of collection; 

8 A first mortgage on real property in an amount not in ex- 
cess of 50 percent of its assessed value for local tax purposes; or 

4 Collateral represented by securities listed on a recognized 
exchange of an aggregate value equal to twice the amount. of 
the loan. 

Such rulings may be issued only with respect to proposed transac- 
tions and with respect to completed transactions where the return for 
the first year for which the transaction is effective has not been filed 
or the filing date has not passed, This section does not preclude the 
National Office from ruling as to whether a transaction is within the 
purview of sections 508 (c), (h), or (i) of the Code. 

. 03 If, upon examination of the return or returns of a trust, or from 
other sources, a District Director is of the opinion that a trust has 
entered into a prohibited transaction, the trust will be advised in 
writing that it is proposed to revoke its exemption, and the reasons for 
such proposed action. The district office will also advise the trust of 
its rights to protest the proposed action by submitting a statement of 
the facts, law, and arguments in support of its continued exemption, 
and of its riglits to an informal conference in the district office. 

. 04 If the trust agrees with the proposed action, either before or 
after an informal conference, or if no protest is filed, the District 
Director will advise the organization in writing of the revocation of 
the exempt-status. 

. 05 If, after considering the information submitted by the trust, 
both in writing and in conference, the district office is still of the 
opinion that the exemption should be revoked, and the trust does not 
agree, the findings of the district office will be forwarded to the Na- 
tional Office for consideration prior to further action. Such reference 
to the National Office will be considered a request for Technical Ad- 
vice and the procedures of Revenue Procedure 69 — 29, page 507, this 
Bulletin, will be followed. 

. 00 If it is concluded that a prohibited transaction v;as entered into 
for the purpose of diverting corpus or income from its exempt purpose 
and if the transaction involved a substantial part of the corpus or in- 
come of the trust, its exemption is revoked, effective as of the beginning 
of the taxable year during which the prohibited transaction was com- 
menced. No notification to the trust of the loss of its exemption is re- 
quired under these circumstances. In all other cases, however, its 
exemption is revoked, effective as of the beginning of the first taxable 
year after the date of the revocation letter. Under these circum- 
stances, a revocation letter is sent by registered or certified mail to the 
last known address of the organization. 

. 07 The trust will usually be permitted to submit its brief and to be 
heard in conference before final action is taken. However, the Serv- 
ice may, at its discretion, issue the revocation letter p»o«o the receipt 
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of the brief or prior to granting a conference. If it is later deter- 
mined that, the revocation was in error, it will be rescinded as of the 
date it was issued. 

. 08 4. tIasst which is denied exemption under section 508 of the 
Code may file a new claim for exenIption in any taxable year following 
the taxable year in which the notice of denial was issued. But it may 
not be granted a new exeInption before the beginning of the first tax- 
able ye~ar following the year in which its new claim is filed. Thus, if a 
revocation notice is issued in 1961, the trust may not file a new clai&n for 
exemption until 1962, and the new exemption may not be granted for 
a taxable year prior to 1963. If the tImst does not file a new claim 
until 1968, the new exemption may not be granted for a year prior to 
1964. 
SEC. 6. REFEREXCE OF lIATTZRS To TIIK XATIOXAL OFFICE. 

. 01 Revenue Procedure 6o — 29, 8u~&r u, defines technical advice as acl- 
vice or guidance furnished upon request, of a field official in connection 
&vith the examination or consideration of a return of a. taxpayer. Al- 
though a taxpayer may request a detern&i»ation letter with respect to 
the qualification of its plan or toast under section 401(a) of the Cocle, 
prior to the filing of any return aff'ected by the plan or trust. the con- 
sideration. or exa&nination of the facts relating to the qualification, 
amendment, curtailment, or termination of the plan or relating to the 
exempt status of the trust will be considered to be in connection with 
the examination or consideration of a return of the taxpayer. Thus, 
a District Director nray request technical advice with respect to issues 
&vhich arise as the result of requests for deternIination letters of the 
type discussed in this Revenue Procedure. 

. 02 AVhere issues arise in a District Direct, or's off&ce with respect to 
matters within the contemplation of section 3, 01, and the district office 
does not request technical advice from the National Office, the organi- 
zation may notify the District Director that it intends to request Na- 
tional Office consideration. The notice vill consist of a copy of the 
request which the organization intends to file ~ ith the National Office. 
See section 6. 04. Should the District Director make an:«lverse deter- 
mination, or should no action be taken within 80 days after the notice 
is filed with the District Director, the request nIay be filed with the 
Na, tional Office. 

. 08 Requests for National Off&ce consideration ~ill be entertained 
upon a, clear showing— 

1 Tlrat the position. of the district office is contrary to the Ia~ 
or regulations on the points at issue; 

That the position of the district off'Ice is contrary to the posi- 
tion of the Service as set forth in a Revenue Ruling currently 
in efFect; 

8 That the position of the district office is contrary to a court 
decision which is followed by the Service, I'. e. , acquiescence in. an 
adverse Tax Court, decision; 

4 Tlrat the contemplated district office action. is in conffict with 
a determination made in a similar ease in the same or another 
district; or 

5 That the issues arise because of unique or novel facts which 
had not previously been passed upon, in any published Revenue 
Ruling or announcement. 
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. 04 The request to the National Office must show the following: 
1 Date of request, ; 
2 Xame and address of taxpayer (employer) and name and 

address of representative, if any, who has been authorized to rep- 
resent taxpayer (see section 6. 05 of Revenue Procedure 69 — 98); 

3 District o%ce in which the case is pending; 
4 Type of plan (pension, annuity, profit sharing, stock bonus) 

and type of action involved (initial qualification, amendment, 
curtailment, termination, or investment); 

5 Date of filing a, copy of this request with the District Direc- 
tor and the date and symbols of determination letter, if any; 

6 A concise statement of the issues without presentation of 
the facts or argumentation (e. g. , whether a limitation may be im- 
posed on employer contributions used to provide benefits for 
stockholder-employees); 

7 Grounds for requesting National 0%ce consideration, e. g. , 
action of the district o%ce contrary to law or regulations (cite 
sections involved), contrary to published precedent (cite), con- 
fiict between districts or in same district. (give name and district 
of case in conffict), unique or novel facts (describe brieffy): 

8 Whether the applicable information required by section 4 
has been filed ivith the District, Director; 

9 Whether a conference is desired in the National 0%ce. 
. 05 Upon receipt of the request in the National 0%ce, a determina- 

tion will be made as to whether the case is to be considered at the Na- 
tional OfFice, and the taxpayer will be advised as to this determination. 
If the National 0%ce determines that it, will consider the case, the 
file will be called in from the district o%ce and the taxpayer will be 
aff'orded an opportunity to furnish a statement on the points at issue 
and to a conference in Washington, if such a conference was requested. 
Copies of all written submissions are to be furnished the District Di- 
rector. The District Director will have an opportunity to make such 
comments to the National 0%ce as he deems appropriate. After full 
consideration of the entire file, including any conference discussion, 
the National 0%ce will notify the taxpayer of its determination, and 
the case file will be returned to the district o%ce for appropriate dis- 
position in accordance with the National 0%ce determination. The 
procedures of Revenue Procedure 62 — 28, ncpra, will control, to the ex- 
tent they are not inconsistent, with the provisions of this section. 

. 06 Should a District Director determine that an organization of 
the type described in section 4. 06 is not an association taxable as a cor- 
poration or that the proper employer-employee relationship does not 
exist between the organization and its associates, the District Director 
will so advise the organization. Inasmuch as the primary issue here 
is not the qualification of the plan under section 401(a) of the Code, 
the appeals procedures of sections 6. 02 through 6. 05 are not applicable. 
If the District Director is of the opinion that the organization is an 
association taxable as a corporation and that the proper employer- 
employee relationship exists, he will refer the case file to the National 
0%ce with his recommendations. The National 0%ce will determj]ip 
the status of the organization and of its associates and will return tlie 
file to the district o%ce. If the National 0%ce finds that the proper 
relationship does not exist, between the organization and its a, ssocj 
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ates, tlie organization will be so aclvised. If the Xational Offic fiincls 

that the proper relationship cloes exist, the District Director ivill con- 
sicler the qualification of the plan under the proceclures of this Rev- 
enue Procedure. A. conference in the Xational Ofiice will be granted 
only under the conclitions prescribecl in Revenue Procechire 6& — '8, 
8'HP !Y! . 
Szc. 7. Rzvizw oz DzrzrxIIXATIOX LETTERs. 

All determinatio» letters issued by District Directoire u»cler the pro- 
ceclures herein. are subject to post review in the Xational 0(Vice under 
the jurisdiction of the Assist, int Commissioner (Techniciil). If, dur- 
ing the course of review, a deterniination letter cloes not appear to 
conform to the interpretatioiis ancl policies oi the Service, the District 
Director will be advised of the ezceptio»s»oted. If the taxpayer 
protests the ezceptions taken by the Xatio»al OAice, the matter will 
be returnecl to the Xational Ofiice. Tlie determination letter and the 
protest, will be treated as a request for tech»iciil advice. The pro- 
cedures in Revenue Proccclure 6& — 29, supi &!, will be followed. 

SEO. 8. ORAL ADVICE To TAXP iYERS. 

. 01 In conforniity with the general principle an»ou»ced in section 
12 of Revenue Procechue 62 — 28, district otFicials will not ordinarily 
confer ivith tazpayers or their iepresentatives on matters regarding 
the formation or qualification of pension or, imihir plans, or related 
inatters, inclucling a»ie»clme»ts or curtaih»e»ts to approved plans, 
prior to the subniission of a, plan, arne»d»ie»t, or curtailnient foi a 
detclnlinatioil. 

A District Director may grant such a conference upon written 
request froni a taxpayer. or his ieprese»tative, provicled the request 
shows tliat a substantive plan, a»iencl»ie»t1 etc. , i!as been developed 
for submission to the Service, biit that special problems or issues are in- 
volvecl, a»d the District Director conclucles that such a conference 
woulcl be warranted in the interest of facilitating review and detei- 
mination when the plan. etc. , is formally submittecl, 

. 03 The furnishing of aclvice or a. :sistance, whether requested by 
personal appearance, telephone, or correspondence. ezcept as other. — 

wise provided in section 8. 02, will be limited to general proceclures. or 
will direct the inquirer to source niaterial. such as pertinent Cocle 
provisions, regulations, Revenue Proceclures, ;i»cl Revenue Rulings 
which mav aicl the inquirer in resolving his question or problem. 

SEC. 0. EFFFCT OF PFzsloz TRERT DETER3IIXATIoz LETTERs. 

Determi»ation lettei s issuecl pursuant to the provisions of this Reve- 
nue Procedure have the eA'ect, generally, of any other cleterminatio» 
letter as provided in section 18, Revenue Proceclure 62 — 28, ~up»r!i. 
Determination letters issued under the provisio»s of this Revemie 
Proceclure contain only opinions as to the qualificatio» of plans under 
section 401(a) of the Cocle a»cl the status of rehitecl trusts under sec- 
tion 501(a). While a. favorable deterniination letter m;iy serve as 
a basis for determining deductions for employer co»tiibutions tliere- 
under, it is not to be taken as an indication that contributions are 
necessarily clecluctible as macle. Such cleterminations can be macle 
only upon an ezamination of the eniployer's tax return, in accordance 
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with the limitations and subject to the conditions of section 404 of 
the Code. 
SEC. 10. EFFECT ON OTHER DOCUMENTS. 

. 01 Revenue Procedure 56 — 12, C. B. 1956 — 1, 1029; Revenue Pro- 
cedure 56 — 83, C. B. 1956 — 2, 1, '394; Revenue Procedure 57 — 5, C. B. 1957 — 1, 
727; Revenue Procedure 60 — 1, C. B. 1960 — 1, 874; Revenue Procedure 
61 — 11, C. B. 1961 — 1, 897, are superseded. Sections 1(a) through 1(d) 
of Revenue Procedure 56 — 8, C. B. 1956 — 1, 1024, is also superseded. 

. Oo The general procedures of Revenue Procedure 62 — 28, 8upra, 
relating to the issuance of rulings and determination letters, are ap- 
plicable to requests relating to the qualification of plans under section 
401(a) of the Code and the status of related trusts under section 
501(a), and related problems of the type discussed herein, except that 
specific procedures and instructions of this Revenue Procedure take 
precedence over general procedures of Revenue Procedure 62 — 28, 
~S' 

M 
P'PC. 

SEC. 11. EFFECTTvz DATE. 
The procedures of this Revenue Procedure became effective Novem- 

ber 19, 1962, the date they were published in the Internal Revenue 
Bulletin. 

EXHIBIT "A" 

Composite Schedule Showing Data Called for Under Items I, 2, and 6 of Section 
4. 05 

1. Name and address of em- 
ployer: 

8. District in which processed: 

6. Nature of investment: 
7. Auiount of investment: 
9. Restrictions on niarketabil- 

ity, if any: 

11. Total trust assets: 

18. Percentage of total assets in- 
vested (including current 
investment) in stock or se- 
curities of employer (and 
controlled corporation, if in- 
volved): 

2, Name of plan: 

4. Date of favorable ruling or 
determination letter on quali- 
fication of plan: 

6. Year of investment: 
8. Annual yield: 

10. Collateral, if any: 

12. Total invested in stock or se- 
curities (including promis- 
sory notes) of employer (or 
controlled corporation): 

14. Nature of employer's busi- 
ness: 

15. Reasons for the investment: 
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EX HIBIT "A" — Continued 

EMPI. OYLcR'S FINANCIAL DATA 
(aud separately of &ontrolled corporation, if involved) 

16, Balance Sheets Latest year 
ended 

Prior year 
ended 

17. Profit and loss Year 
en&ied 

(a) Total current assets 
(b) Total current liabilities 
(c) Avorking capital [excess of (a) over (b)] 
(d) Current ratio [(a) divided by (b) to 1] 
(e) Total assets 
(f) Total liabilities 
(g) Capital 
(h) Analysis of capital: 

Preferred stock Xun&ber of xlmres issued and outst;&a&ling 
Amount 

Couuuon stock Xumber of . hares issued anil outst«odin. 
Amount 

Surplus . Paid-in 
Earned 

Year Year Year 
ended ended — ended —— 

(a) Net sales or total re- 
ceipts 

(b) Cost of goods sold 
(c) Gross profit 
(d) Other Income 
(e) Total profit 
(f) Operating expenses 
(g) Other deductions 
(h) Net profit 
(i) Federal income and 

excess profits taxes 
(j) Dividends paid 
(k) Other surplus charges 
(1) Surplus credits 
(m) Net transfer to sur- 

p lus 

26 CFR 601. 201: Rulings and cletermination letters. Rev. I'roc. 62 — 82 

Areas of the Internal Revenue Code of 10;&4, in whi&. h the In- 
ternal Revenue Service generally will not issue advauce rulings or 
determination letters because of the inherentlv factual uature of 
the problems irn olved. 

Revenue Procedure 60 — 6, C. B. 1060-1, 880, superseded. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to supersede Revenue 

Procedure 60 — 6, C. B. 1960 — 1, 880, and to set forth an up-to-date, 
section-by-section list of those areas of the Internal Revenue Code of 
1054 in which the Internal Revenue Service will not issue aclvance 
rulings or determination letters. 
SEO. 2. BAcKGRQUND. 

It is the policy of the Service to answer inquiries of individuals and 
organizations, whenever appropriate in the interest of sound tax 
administration, as to their status for tax purposes ancl as to the tax 
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efl'ects of their acts or transactions, prior to their filing of returns or 
reports as required by the revenue laws. 

There are, however, certain areas where, because of the inherently 
factual nature of the problems involved, or for other reasons, the 
Service will not issue advance rulings or determination letters. These 
areas are set forth in two sections of this Revenue Procedure. Section 
6 reflects those areas in which advance rulings and determinations 
will not be issued. Sect. ion 4 sets forth those areas in which they 
will not ordinarily be issued. Each section reflects a number of 
specific questions and problems as well as the general areas. 

With respect, to the items here listed, however, Revenue Rulings or 
Revenue Procedures may be published in the Internal Revenue Bul- 
letin from time to time in order to provide general guidelines as to 
the position of the Service. 

This list should not be considered as all inclusive since the Service 
may decline to rule in advance on other questions whenever warranted 
by the facts or circumstances. Whenever a particular item is added 
to or deleted from this list, however, appropriate notice thereof will 
be published in the Internal Revenue Bulletin. 

The authority and general procedures of the National Office of 
the Internal Revenue Service and of the oflices of the District Direc- 
tors of Internal Revenue with respect to the issuance of advance 
rulings and determination letters are outlined in Revenue Procedure 
62 — 28, page 496, this Bulletin. 
SEC, 8. AREAS IN WHICH RULINGS O' TLL NOT BE ISSUED 

. 01 Specie questions and problems. 
1. Section 61. — Gross Income. — (a) Whether an amount paid by an 

employer to an employee under specific factual circumstances is a 
gift, or compensation for services rendered. 

(b) Whether stockholders who waive their rights to future divi- 
dends for a specified period of time v-ill be in receipt of income should 
the corporation subsequently declare and pay a dividend during the 
waiver period. 

2. Section 106. — Contributions by Employer to A. ccident and Health 
Plans. — Whether an employee-stockholder of a corporation may ex- 
clude from his gross income, under the provisions of section 106, 
amounts paid by the corporation to provide accident or health benefits 
to the employee-stockholder. 

8. Section 119. — Meals or Lodgings Furnished by an Employer. — 
Whether meals and lodging furnished to an employee are for the con- 
venience of the employer. Also, whether cash allowances for meals 
constitute compensation. 

4. Section 162. — Trade or Business Expenses. — Whether compen- 
sation is reasonable in amount. 

5. Section 168. — Interest. — Whether advances to thin corporations 
constitute loans or are equity investments. 

6. Section 264 (b) . — Certain Amounts Paid in Connection With 
Insurance Contracts. — Whether "substantially all" the premiums of 
a contract of insurance are paid within a period of four years from 
the date on which the contract is purchased. Also, whether an amo'unt, 
deposited is in payment of a "substantial number" of future premiums 
on such a contract. 
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7. Section 269. — Acquisitions Made To Evade or Avoid Income 
Tax. — Whether an acquisition is within the meaning of section 260. 

8. Section 302. — Redemption of Stock. — (a) Whether a distributee 
ceases to have an interest in the corporation after the redemption of 
stock, within the meaning of section 302(c) (2) (A) (i), where the 
spouse of the distributee is the sole or principal stockholder after 
the reclemption. 

(b) Whether a distributee ceases to have an interest in the corpora- 
tion, within the meaning of section 302(c) (2) (A) (i), after the re- 
deimption of his stock, i~here business properties are distributed in 
kind and the distributee forms a joint venture with the distributing 
corporation to operate both the properties distributed to him and the 
properties retained by the corporation. 

(c) Whether section 302(b) applies where the consideration given 
in redemption by the corporation consists entirely or partly of its 
notes payable, and the slrareholder's stock is held in escrow or as 
security for payment of the notes with the possibility that the stock 
may or vill be returned to him in the future, upon the happening of 
specified defaults by the corporation. 

(d) The tax efFect of a reclemption of stock to be consummated at 
some indefinite future time. 

9. Sections 311 mid 336. — Taxability of Corporation on Distribu- 
tion; General Rule. — Upon the distribution of property in kind by a 
corporation to its shareholders, in complete liquidation under section 
331 (where uncler the facts a sa~le of the property by the corporation 
would not qualify uncler section 337), in partial liquidation under 
section 346, or in redemption of stock under section 302(a), followed 
by a, sale of the property, whether the sale can be cleemed to haie 
been made by the corporation under the doctrine of Conan~'ssioner v. 
Court Holding Coin, pany, 324 U. S. 331, Ct. D. 1636, C. B. 1045, 58. 

10. Sections 312 and 316. — Earnings Available for Dividends. — 
The determination of earnings and profits of a corporation available 
for the distribution of clividencls to its shareholclers. 

11. Section 331. — G-ain or Loss to Shareholders in Corporate Liqui- 
dations. — The tax eNect of the liquidation of a corporation, preceded 
or followed by the reincorporation of all or a part of the business and 
assets, where the shareholclers of the liquidating corporation own more 
than a nominal amount, of the stock of the new transferee corporation; 
or where a liquidation is followed by the sale of the corporate assets 
by the shareholders to another corporation in which such shareholders 
own more than a nominal amount of the stock. 

12. Section 337. — Gain or Loss; Certain Liquidations. — (a) The 
application of this section to gains realized by a corporation upon the 
sale of property, in connection with its liquidation, to another cor- 
poration, where more than a nominal amount of the stock of both 
the selling corporation ancl the purchasing corporation are owned by 
the same persons. 

13. Section 346. — Partial Liquidation. — The amount of working 
capital attributable to the business or portion of the business termi- 
nated which may be distributed in partial liquidation. 

14. Section 351. — Transfer to Controlled Corporation. — (a) What 
will constitute stock or securities ~here part of the consideration re- 
ceived by the transferors consists of bonds, debentures or long-term 
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notes of the transferee in an amount, which when compared to the 
capital stock of the corporation, gives rise to the question of a "thin 
corporation. " 

(b) Whether the transfer of appreciated stocks or securities to a 
newly organized investment company in exchange for shares of the 
stock of such investment company, as a result of solicitation by pro- 
moters, brokers or investment houses, will constitute nontaxable ex- 
changes within the meaning of this section. 

(c) Whether the transfer of appreciated real estate, or interests 
therein, to a newly organized real estate investment trust, within the 
meanin&~ of section 856(a) of the Code, in exchange for shares or in- 
terests in such trust, as a result of solicitation by promoters, brokers, 
or investment houses, will constitute nontaxable exchanges within 
the meaning of this section. 

15. Section 368. — Definitions Relating to Reorganizations. — (a) 
The tax efi'ect of a merger or other transaction meeting the literal 
statutory requirements of section 368(a) (1) involving a loss corpora- 
tion, where the sole or principal purpose appears to be to offset the 
loss carryover of such corporation against the income of another 
corporation. 

(b) Whether this section is applicable to the acquisition by an in- 
vestment company of the stock or assets of another investment com- 
pany where, as a result of such acquisition, the shareholders of either 
company, or both companies, thereby achieve a substantially divider 
diversification of the investment assets underlying their stock holdings. 

16. Section 401, — Qualified Pension, Profit-Sharing, and Stock 
Bonus Plans. — (a) Amendments to qualified profit-sharing and stock 
bonus plans merely removing definite contribution formula. (These 
do not affect qualification; advance determination letters are unneces- 
sar . See Rev. Proc. 56 — 92, C. B. 1956 — 2, 1380. ) 

b) Amendments to qualified pension and. profit-sharing plans de- 
signed only to permit such plans to participate in a common pension 
fund or group trust. (These do not affect qualification; advance 
determination letters are unnecessary. See Rev. Proc. 56-49, C. B. 
1956 — o, 1409. ) 

(c) Profit-sharing plans weighted by units of retirement benefits. 
See Rev. Rul. 57 — 77, C. B. 1957 — 1, 158. 

(d) Qualification of pension or annuity plans which provide for 
disability benefits integrated with disability benefits under the Social 
Security Act unless (1) the plan provides that its "integrated" dis- 
ability benefits will be payable only to employees entitled to disability 
benefits under the Act, or (9) the plan is of the o8set type and pro- 
vides for payment of the full disability benefits (without offset) when 
disability benefits are not payable under the Social Security Act. 
See Rev. Rul. 69 — 1M, page 126. 

(e) Qualification of pension or annuity plans which provide dis- 
ability benefits designed to integrate under the provisions relating to 
early retirement benefits, but which uses a disabled life mortality 
table for the purpose of determining the amount of such "disability" 
benefits. See Rev. Rul. 69 — 159, page lo6. 

17. Section 451. — General Rule for Taxable Year of Inclusion. — 
Year of taxability of amounts realized pursuant to arrangements 
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designed to defer the time of. receipt, to a date later than that. upon 
which the right to the amount becomes vested. 

18. Section 503 (h) and (i). — Prohibited Transactions; Section 
401(a) Trusts, — Whether a transaction involving the application of 
section 503(h) or section 503(i) of the Code will be considered a 
proliibited transaction or will otherwise a6'ect the exempt status of 
a trust described in section 401(a) (as distinguished from whether 
or not, the transaction comes within the purview of section 503(h) or 
section 503 (i) ) . 

19. Section 532. — Corporations Subject to Accumulated Earnings 
Tax. — Whether retention of earnings and profits by a corporation is 
for the purpose of avoiding surtax on its shareholders. 

20. Section 642(c). — Deduction for Amounts Paid or Permanently 
Set Aside for a Charitable Purpose. — Allowance of an unlimited de- 
duction for amounts set aside by a trust or estate for charitable pur- 
poses where there is a possibility that the corpus of the estate or trust 
may be invaded. 

21. Section 704 (e) . — Family Partnerships. — Matters relating to the 
validity of a family partnership. 

22. Section 911(a) (1). — Foreign Residence. — Whether an individ- 
ual citizen of tlie United States is or has been a bona fide resident, of 
a foreign country or countries. 

23. Section 921. — Western Hemisphere Trade Corporations. — 
Whether a corporation qualifies as a Western Hemisphere Trade 
Corporation. 

24. Section 931. — Income From Sources Within Possessions of the 
United States. — Whether a domestic corporation is entitled to the 
beiiefits of this section. 

25. Section 1551. — Disallowance of Surtax Exemption and. Ac- 
cumulated Earnings Credit. — Whether a transfer is within section 
1551 of the Code. 

26. Section 2035. — Transactions in Contemplation of Death. — 
Whether a transaction is one in contemplation of death. 

. 02 Generol areas. 
1. The results of transactions which lacl- bona fide business purpose 

and have as their principal purpose the reduction of Federal taxes. 
2. A matter upon which a court decision adverse to the Govern- 

ment has been handed down and the question of following the decision 
or litigating further has not yet been resolved. 

3. A. matter involving the prospective application of the estate tax 
to the property or the estate of a, living person. 

4. Transactions such as sales and leasebacks, girts and leasebacl. -s, 
and other rental transactions of real or personal property directly or 
indirectly with the creator or a related or controlled interest. See 
Rev. Proc. 62 — 30, page 512, this Bulletin. 
SEc. 4. AREAs IN WHIGII RI, LINus WILL NOT ORDINARILY BE IssLTED. 

. 01 speci pc questions anot problems. 
1. Section 167. — Depreciation. 
a) Useful lives of assets. 
b) Depreciation rates. 

2. Section 302. — Redemption of Stock. — The tax efiect of the re- 
demption of stock for notes, or the liquidation of a corporation by a 
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series of distributions, where the distributions in liquidation or the 
payments on the notes are to be made over an excessively long future 
period. 

3. Section, '306. — Disposition of Certain Stock. — Whether the dis- 
tribution and/or disposition or rerlemption of "section 606 stock" is 
in pursuance of a plan having as one of its principal purposes the 
avoidance of Federal income taxes within the meaning of section 
606(b)(4). 

4. Section 641. — Collapsible Corporations. — Whether a corporation 
wI11 be considered as a "collapsible corporation, " that is, whether it 
was formed or availed of" with the view of certain tax consequences. 

5. Section 651. — Transfer to Controlled Corporation. — The tax 
effect of the transfer where part of the consideration received by 
the transferors consists of bonds, debentures or any other evidences 
of indebtedness of the transferee. 

6. Section 401. — Oualifiied Pension, Profit-Sharing, and Stock 
Bonus Plans. — 0 hether a combination cash and trusteed profit-shar- 
ing plan qualifies. See Rev. Rul. 56 — 497, C. B. 1956 — 2, 284. 

7. Section 501 (c) and (d). — Insist of Exempt Organizations; Re- 
ligious and Apostolic Organizations. — Exempt status of an organiza- 
tion with less than 12 months of operation, unless such organization 
is of t. he community or public type is organized for purposes within 
the purview of the exeniption statute and the details submitted in 
connection with its proposed activities indicate that it will engage in 
activities clearly ivithin the contemplation of the statute, or is a state 
chartered credit union. See Revenue Procedure 62 — 30, page 512, this 
Bulletin. 

8. Section 508(c). — Prohibited Triinsactions. — Whether an orga- 
nization described in section 401(a) or section 501(c) (6) and exempt 
under section 501(a, ) of the Code proposes to enter into a prohibited 
transaction ivithin the purvieiv of section 506(c) of the Code ~here 
the determin;ition is primarily one of fact. See Revenue Procedures 
62 — 60, page 512, this Bulletin and 62 — 81, page 517, this Bulletin. 

9. Section 521. — Exemption of' Farmers' Cooperatives From Tax. — 
Exempt status of an organization with less than 12 months of opera- 
tion. See Rev. Proc. 62 — 60, page 512, this Bulletin. 

10. Section 1221. — Capital Assets. — whether an individual is a 
dealer in real estate, for the purpose of determining whether property 
held by him may be classihed as a capital asset or as property held 
for sale to customers. 

. 02 General area8. 
1. Any other matter where the determination requested is prim;irily 

one of fact, e. g. , market value of property. 
Szc. 5. Scopr. OI' AppLIcATIoN. 

This Revenue Procedure is not to be considered as precludino the 
submission of requests for technical advice in any of the above areas 
froiii the once of a District Director of Internal Revenue to the Na- 
tional Ofiice. 

Szc. 6. ErrrcT ox OriiKR DocUiirKxTs. 
Revenue Procedui'e 60 — 6, C. B. 1960 — 1, 880, is hereby superseded. 



Rev. Proc. 6P — 88 26 CI' R 601. 702: Pnbli&", itio» aiid 
public inspection. 

Procedures concerning pciunissihle inspe&tion of Icornis 11 a&id 
11 — 8, Special Tnx Returns, file(1 under the Internal Revenue &'ode of 
1ii. &4, rind procuring & ol&ies tliereof l&v St;ite governnieiits. 

SECT&ON 1. PURI'Osi". . 
This Revenue I'rocedure sets fortli tlie l&r&&ced«rc wli& i & l&y District 

Directors of Internal Revenue a»d ilie Ditector of It&i& r»ational 
Operations may permit inspeciion or f«rnish co~&ies ol' Form 11, 
Special Tiix Return (Y&'holesale De;iler or P&et;&il Dealer, in Liquor, 
Beer, )Vine, Beer and ll'ine; 4Ianuf, &et«vers. I»iport. ers or Dealers in 
Firearins) and of. Form 11 — B, Special Tax Return (Coi»-Operated 
Amuseme»t or Gaitiing Device~i, Bowli». && lie). , or Pool or Billiard 
Tables) to certain oflici'als of States, Territoi ies, political subclivisions, 
or the District of Columbia. 

SEc. &. AUTHQRITY. 

District, Directors and the Director of I»ter»;itioiial Operations are 
authorized, pursuant, to section 601. 702 of tlie Staten&ent of Pro- 
cedural Rules, to permit inspectio» of For»& 11 o» t;ixcs imposed by 
subparts D, and E, Part, II, subchapter A, cliapiei 51, aiicl P;irt I, 
subchapter A, cliapter 58, subtitle E, of the Internal Revenue Code of 
1&)54, and of Form 11 — B, on taxes imposed by subchaptcrs B and C, 
chapter 86, subtitle D of the Cocle, by an oflicial of a, State, Territory, 
political subdivisioii, or tlie District of Col«»ibia, for use in co»nec- 
tion with the enforcement of its tax or police laws or regulations, 
provided a request is made in the manner prescribed below. I» 
response to requests for copies, they may furnish copies of such re- 
turns, including copies under seal. 

SEC. 3. APPLICATION I'OI' INSPECTION. 

. 01 Applications for inspection or for copies of returns shall be 
addressed to the District Director, or the Director of International 
Operations, with whom the return is on file. The application shall 
be signed by the chief governing oflicer, or the chief prosecuting 
attorney, of the State, Territory, political subdivision, or the District 
of Columbia, and by the oflicer or employee designatecl to make the 
inspection. 

. 0o The application shall show: 
1 The name a»d acldress of the taxpayer; 

The inforination desired and the periods involved; 
3 That the information is desired and will be used solely in 

connection ivith the enforcement of ta, x or police laws and regu- 
lations; 

4 That none of the information so acquired ivill be used or 
disclosed in any manner, except as requirecl in preparation for 
a proceeding, or in the proceeding itself, in connection with the 
enf'orceinent of tax or police laws and regulations; and, 

5 The name and title of the oflicer or employee designated to 
make the inspection. 

SEc. 4. TIME AND PLAcK or INSPEOTICN. 
Inspection of the returns, afier permission has bee» granted, shall 

be made by the requesting oflIcial, or his represent itive clesignated foi. ' 



such purpose, in the otVice of the District Director, or the Director of 
International Operations, having custody of the returns. Inspection 
will be permitted only in the presence of' an internal revenue oifice or 
employee designated by the District, Director, or the Director of In- 
ternational Operations, for that purpose and during the regular 
hours of business of such once. The inspection of returns shall be 
arranged for a time mutually agreeable and which will not interfere 
with the normal work-fiow of the district, or division ofVice. 

SEc. 5. INsPEcTION. 
. 01 Permission to inspect, the returns, when granted, shall extend 

only to the returns themselves and to information as to the corrected 
tax due if that, figure has been determined. 

. 02 Permission will not be grant, ed for inspection of Forms 11 — B 
which are under active examination or investigation, or on which a 
recommendation for prosecution has been made and the case is under 
consicleration, except, as may be specifically authorized. 

SEO. 6. CII&RGEs. 
Fees for the furnishing of copies of returns and documents will be 

as follows: 
. 01 A. charge of 50 cents per page wi]1 be made for a copy of each 

return or document. 
. 02 For each copy of a page which is substantially larger than the 

size used in the largest income tax return, the basic rate of 50 cents 
per page may be increased in proportion to the size (in multiples of 
25 cents) to such amount that appears reasonable under the circum- 
stances. 

. 08 For each certification, a charge of 50 cents will be made. 

. 04 A bill for the cost of furnishing copies and preparing certifica- 
tions will be made at the time the documents a. re furnished. 
SEC. 7. CROSS REFERENCES. 

For the procedures concerning permissible inspection of other 
Federal tax returns by State governments, see Revenue Procedure 
62 — 18. page 408, this Bulletin. 

26 CFR 601. 801: Imposition of Rev. Proc. 62 — 64 
taxes, qualification require- 
ments, and regulations. 

(Also, Part III — A, Sections 
5867, &82; 240. 908, 240. 1051) 

The quantity of water added to wine by bentonite slurries must 
be reflected in appropriate records and reports. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to outline the procedure 

for reporting the quantity of ivater a, dded to wine by bentonite slurry 
treatments. 
SEc. 2. BAGKGRQUND. 

. 01 Section 240. 1051 of the lVine Regulations provides that ben- 
tonite slurry may be used by proprietors of bonded wine cellars for 
the purpose of clarifying v-ine. One pound of bentonite may be added 
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to not more tlran two g;illons of ~ater. Total quantity of ivater m;iv 
not, exceed one perte»t. of the volume of wine treated. 

. 02 It has been found th;it substantial over;iges in winemakers' 
accounts have resulted from the use of bentonite slurry in the treat- 
ment of v-ine. Therefore, the quantity of water used in bentonite. 
slurries must be refiected iii appropriate records and reports. 
SEC 8. PROCEDURE. 

. 01 In addition to entering the quantities of ivine as requirecl by 
columns (c) through (h) of Form 2056, Record of Still Wine, pro- 
prietors of bonded ivine cellars sh;ill entei in an unused column of the 
form the quantity of water added to the ivines by bentonite slurry 
treatments. The column heading should be a, ppropriately revised to 
identify the entries made. 

0. 2 The total quantity of v-ater used in bentonite slurries as sho~n 
on Form "i), &6 shall be reported at. line 8 or 9 in P;irt 1 of Form 702, 
Monthly Report of Wine Cellar Operations. A. notation descriptive 
of the entry ivill be m:ide on the line used. 

S)KC. 4. INQUIRIES. 

Inquiries concerning this Revenue Procedure should refer to its 
number and be addressed to the office of the appropriate Assistant 
Regional Conmiissioncr, Alcoliol and Tobacco Tax. 

26 CFR 601. 602: Forms and instructions. 
(Also Part I, Section 6011; 81. 6011(a) — 1. 

Substitutes for Form O41c, Statement to Correct Information 
Previously Reported Under the Federal Insurance Contributions 
Act. may be used in lieu of the otticial form, subject, hoiverer, to 
prescribed conditions. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to state the position of 
the Internal Revenue Service relating to acceptance of substitutes for 
Form Nlc, Statement to Correct. Inforination Previously Reported 
Under The Federal Insurance Contributions Act, for filing purposes 
in lieu of the official form. 
SEC. 2. SPECIFIC iTIONS. 

. 01 Substitutes for Form Nlc niay be privately printed with slight- 
variation of format and used without specific approval of the Ser~vice 

if the specifications enumerated in this section are met. For proposed 
substitutes which do not meet such conditions, specific approval must 
be requested a. s provided by section 4 beloiv. 

. 0o Basic form. The latest revision of the prescribecl Form 041c 
should be used as the basis for the privately printed form. A copy of 
the latest, revision of Form 0-j-1& may be obtained from any District 
Director of Internal Revenue. 

. 08 Color and. quality of ink and p;iper. Substitute fornis are to 
be printed in black ink on white paper, botli of quality as good as that 
used by the Government; the paper to be of substa»tially the same 
iveight and texture as that usecl in tlie OKcial for»i which is printed 
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on substance, '32-pound chemical wood bond or its equivalent — basis 
17 x 'i" — 1000. 

. 04 Typography. '1'ype to be not smaller than the con esponding 
type of the official form and as nearly as possible of the same font. 

. 05 Dimensions. The official Form 941c is 8 inches ivide by 10i/2 
inches deep. The substitute forms may vary in wIdth from 8 inches 
to 0 inches and in depth from 10&/& inches to 11 inches. 

. 06 Column ividths. The columns (numbered 1 through 5) of the 
substitute form may be wider or narrower than the corresponding 
columns of the prescribed Form 041c; however. each column must be 
wide enough for adequate reporting of the information called for 
therein. The last column (Do Not Ipse — For Office Use Only) must 
be the same as the prescribed Form 941c. 

. 07 Additional columns. If one or more aclclitional columns are 
included on tlie form for reporting information not called for on the 
official Form Nlc, such columns should be blocked out on the two 
forms required to be sent to the District Director of Internal Revenue 
(original and one copy). 

. 08 Vertical lines. The "heavy" vertical lines which separate the 
six cohmins of the prescribed Form 941c may be, on the substitute 
form, either omitted or replaced by lighter lines, provided the required 
information is entered under the appropriate column headings. The 
"dotted'" vertical lines in columns 1, 4, and 5 may be, on the sub- 
stitute form, either retained or omitted, provided tlie required 
information is entered in a, suitable manner under the appropriate 
column headings. 

. 09 Omission of instructions. The following instructions appear- 
ing on the prescribed Form 941c may be omitted, but such instructions 
should be followed in the preparation of the substitute forms: 

a. The instructions in tlie upper right portion on the front of 
Form 941c. 

b. The asterisk (. ) instructions related to column 8 (Period. 
Covered by Return to be Corrected) on the front of Form Mlc. 

c. The iiistructions on the back of Form 941c. 
. 10 The Government Printing Office symbols. To be, omitted. 

SEG. 8. ADDITIONAL INKTKUCTIONS. 

. 01 The original (in addition to the required copy) should be filed 
with the District Director of Internal Revenue; carbon copies in lieu 
of the original are not acceptable. 

. 02 If the forms are printed in continuous style, they must be 
separated before filing. Marginal holes for pin feed devices and stubs 
at the top or bottom of the form inust be removed before filing with 
the District Director. The forms as filed must be within tlie climen- 
sions specified in section 2. 05 above. 

. 08 The account number and name of the employee must be entered 
in the prescribed columns for each listed line of an adjustment entry. 
SKO. 4. SUBSTITUTES NOT MEETING ST YTKD CONDITIONS. 

Proposed substit, utes for Form 041c which do not meet the condi- 
tions stated in section 0, above, should be forwarded by letter to the 
Commissioner of Internal Revenue, Attention D:S:T, washington 
95, D. C. , for consideration. 
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(Also Part I, Sections 1385, 1388. ) Rev. Proc. 02 — 36 ' 

The following guidelines apply to cooperative organizations subject 
to the provisions of subchapter T, chapter 1 of the Enternal Revenue 
Code of 1054, as added by section 17 of tile Revenue Act of 1062, Public 
Law 87 — 834, approved October' 16, 1002, C. B. 1002 — 3, page 111. '1'he 
new subchapter T is efi'ective for taxable years of cooperative orga»iza- 
tions beginning after December 31, 1062, and is applicable to distribu- 
tions made by such organizations attributable to patronage occurring 
during such iaxable years. The guidelines relate to the notification 
which such cooperatives must furnish their members in cases ivhere 
section 1388(c) (2) (B) (also added by section 17 of the Revenue Act 
of 1062) is applicable. 

Section 1388(c) (2) (B) provides that one method by which a patron 
may consent to take the stated dollar amount of a written notice of 
:illocation into account as provided in the new section 1385 is by be- 
coming, or continuing as, a. member of the cooperative association after 
such association has adopted a bylaw, after October 16, 1062, which 
provides that meinbership constitutes such consent. However, in order 
for such consent to be eA'ective, the member, or prospective member, 
must, be furnished a written notice which informs him that the bylaw 
has been adopted and of its significance. In addition he must be fur- 
nished a copy of the by1aw. This form of consent. is eRective only with 
respect to patronage oc& uriing after the bylaw has been adopted and 
members have been notified and furnished a copy of the bylaw. 

The written notice and the copy of the bylaw must. be given to each 
individual separately and thus may not be a, notice which is published 
in a newspaper or posted at the cooper:itive's place of business. The 
notice and copy of the byl«w in;iy be sent by onlinary mail to the 
patron's last known address. 

26 CI&'R 601. 105: Examination of returns 
and claims for refund, credit or abate- 
ment; determination of correct tax 
1 i abl 1ity. 

Rev. Proc. 02 — 37 

Although revenue agents of the Ofhce of International Ol&erations 
may participate in examinations of returns of domestic taxpayers 
engaged in international activities, jurisdiction over these returns 
remains with the District Director. Informal conferences in such 
cases will be granted by the appropriate District Director's office, not 
by the Office of International Operations. 

SROTIoi&-, 1. PIlRposR. 
The purpose of this Revenue, Procedure is to explain the role of the 

Once of International Operations in the. international enforcement 
program of the Internal Revenue Service. 
SEC, 2. PRooznI, RK. 

. 01 The Service has instituted an i»tern itio»al e»forceine»t pro- 
gram to provide comprehensive audit coverage of the returns of 
domestic taxpayers engaged in substantial i»teriiaiioiial;ictivities. 

' Bnsed on Te&hnienl Inforn&ntion Release 41S, &isle&1 Xovenu&er all, laaa. 
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District, Directors have jurisdiction over all returns examined und 
this program. The Office of Interriational Operatioiis, in addition to 
its regular examination program covering returns filed by noili'esident 
citizens and aliens, resident foreign corporations, and other jurisdic- 
tional matters, acts solely as a service organization in this new role, 
~. e. , it provides assistance by specialists in this tax area to the district 
having jurisdiction over the particular case. Its agents assist district 
agents in developing the facts bearing on international activity and in 
determining whether any change in reported taxable income should be 
recommended as a result of the inquiry. 

. 02 Generally, the Offlce of International Operations agent and 
the district office agent will jointly participate in the examination of 
a taxpayer. At the conclusion of their examination, the agents will 
usually discuss the issues and their proposed findings with the tax- 
payer. At this time the district agent may solicit an agreement to 
such fiindings. Thereafter, whether or not an agreement was so- 
licited, the Office of. International Operations agent will prepare and 
submit an information report on the "international issues" which will 
be furnished to the appropriate District Director. The district agent, 
after consideration of the information report, will determine those 
adjustments that are to be made to the taxpayer's income. After 
making such a determination, the district agent will solicit agreement 
from the taxpayer to any proposed adjustments, unless one has al- 
ready been submitted by the taxpayer v hich conforms to tlie proposed 
determinations of the district agent. 

. 03 The participation of an Office of International Operations agent 
in an examination and the submission of his information report for 
the use of a District Director's offlce does not constitute National 
Office technical or legal advice. When such advice is required in a 
case involving "interiiational issues, " the request, will be made by the 
District Director in conformity with the established procedures an- 
nounced in Revenue Procedure 62 — 28, page 496, and Revenue Procedure 
62 — 29, page 507. 

. 04 Informal conference iiivitations and procedures in cases in- 
volving "international issues" follow the regular procedures pre- 
scribed in Revenue Procedure 60 — 24, C. B. 1960 — 2, 998. The confer- 
ence invitation ivill be issued by the Conference Coordinator of the 
district office having jurisdiction over tlie return. However, the Office 
of International Operations agent will be invited. to attend any in- 
formal conference where the international issues are unagreed. At 
such a conference, his function is to assist the district agent in ex- 
plaining the l&ases of the proposed adjustments resulting from inter- 
n at i onal issues. 

. 05 The Offlce of International Operations may not grant informal 
conferences in domestic taxpayer cases involving "international 
issues" since the district office retains complete jurisdiction of. such 
ca. ses. 

Sec. '3. IvquiRiEs. 
Inquiries relating to this Revenue Procedure should be addressed 

to the Assistant Commissioner (Compliance) for the attelltioii of CP:A:P, 
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ADMINISTRATIVE: 
Abatements (Sce: Credits and refunds) 
Account numbers (See: Identifying numbers) 
Accounting methods, change, I"orm 3115, fJII 1. 446 — 1, 601. 204(b) 
Additions to tax (See: Interest: Deficiencies; Penalties) 
Administration: 

Emergency order of succession to Commissioner, enemy attack 
Enforcement authority 
Informal conferences, additional full-time conferee positions 
International enforcement program 
Post review and reopening of closed cases, $ 601. 105(i) 
Seal of office, Director of Atlanta Regional Service Center, 

IJ 301. 7514-1 
Seal of the Treasury Department: 

Authentication of certain documents, Collection Division 
Certain officials 

Statistical studies and training courses 
Affirmations (See: Oaths) 
Aliens (See: Nonresidents) 
Appeals: 

Informal conferences, additional full-time conferee positions 
Labor unions, trade associations, etc. , Ii 601. 106(b) 
Protested tax liability, penalty of perjury, ail) 601. 108(c), 

601. 105(d), 601. 109(b) 
Tax Court decisions, renegotiation cases 

Assessments: 
Authority, ]Ca 801. 6201 — 1, 801. 6203 — 1, 301. 6204 — 1 
Excise taxes: 

Narcotic drugs, authority, etci 151. 84, 151. 451, 151. 458 
Stamp tax, limitation period 

Jeopardy, abatement, Ci 801. 6861 — 1 
Limitation period, unrelated business income tax 
Protest under penalty of perjury, bankruptcy and receivership 

cases, Il 601. 109(b) 
Restrictions, exceptions, Ia 301. 6213 — 1 

Attorneys and agents, enrollment to practice, requirements 
Bankruptcy and receiverships: 

Assessment of tax, protest under penalty of perjury, 
tj 601. 109(b) 

Penalties 
Penalties and post-petition interest 

Bond, excise taxes, importers of foreign cars, trucks, buses, etc. , 
Form 3006, Ia 601. 402(d) (3) 

Claims (See also: Credits and refunds) 
Against United States, acquisition of property, $ 1. 1847 — 1 

Closing agreements, general procedures 
Collections: 

Excise taxes, failure to collect by collecting agent, Ca 
601. 408(c) 

Notice and demand for tax, I'l 301. 6303 — 1 
Suit to enjoin collection of taxes 

Compromises (See: Offers in compromise) 
Conferences (See: Appeals) 
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ADMINISTRATIVE — Continued O. B. 
Consolidated returns (See: INcoME TAx: Consolidated returns) 
Court Decisions (See: CovRs' DEciszoNs) 
Court proceedings (See: Suits) 
Credits and refunds: 

Abatements, $ 301. 6404-1 I 
Claims: 

Authority to refund, equitable grounds, f 301. 6402-2 
Form 1040A, f 301. 6402-3 
Payments in excess of amounts on return, $ 301. 6402 — 4 

Closed taxable years, related corporations, $ 1. 1312 — 6 
Date of allowance, f 301. 6407 — 1 
Employment taxes, statutory merger or consolidation 
Excise taxes: 

Floor stock refunds postponed 3 
Gasoline: 

Farm use, amended claim 2 
Use by local transit systems, $$ 48. 6421(b)-1, 48. 6421 

(c) — 1, 48. 6421(d)-1, 48. 6421(g) — 1 2 
Retailers, repossessed articles 1 
Sugar, floor stocks, $ 46. 6412(d) 2 
Termination of sugar tax postponed 3 
Transportation of persons, special rules, f 49. 9000 — 1 2 

Interest on overpayments, taxable year of inclusion 2 
Investment tax credit resulting in, $ 2 of P. L. 87 — 834 3 
Limitations, amount to be credited or refunded, ) 301. 6511 

(b) — 1 1 
Overpayment determined by Tax Court 3 
Overpayments exceeding $100, 000, review by Chief Counsel, 

f I 601. 106(g), 601. 108(a) 1 
Deficiencies: 

Assessment, exception to restrictions, $ 301. 6213 — 1 1 
Limitation period, bank holding company distributions, 

$$ 1. 1101 — 2, 1, 1102 — 2 1 
Notice: 

Authority to prepare and sign, f 601. 106(d) 1 
Protest under penalty of perjury, $) 601. 103(c), 601. 105(d) 1 

Penalties, dealer reserve income 1 
Redetermined by Tax Court, assessment, $ 301. 6215 — 1 1 

Delegation of authority: 
District Directors and Director of International Operations, 

inspection of certain returns 2 
District Directors and Regional Appellate Division, off'ers in 

compromise, liability less than $50, 000 1 
District Directors and Regional Counsel, offers in compromise, 

liability less than $50, 000 2 
District Directors, notice of revocation of exemption 2 
Emergency order of succession to Commissioner, enemy attack 2 
Rejection of offers in compromise, $ 601. 203(c) 1 
Seal of the Treasury Department, authentication of certain 

documents, Collection Division 1 2 
Secretary or his delegate defined tl 301. 7701 — 9 I 

Depreciation, guidelines and rules 2 
Effective date, shareholder's consents to election by small business 

corporations, community property state, $ 23 of P. L. 87 — 834 3 
Elections: 

Affiliated corporations, separate returns, enactinent of Revenue 
Act of 1962 2 

Continuation of two-man partnership year, death of partner, 
$26 of P. L. 87 — 834 3 

Dealers' reserves, installment payments 1 
Depletion, percentage, clay and quartsite used in refractory 

products, $f 1. 9005 — 1 through 1. 9005 — 5 --- 1 
Estate tax, deduction for foreign death taxes, f 20. 2053 — 10- - 1 
Farmers, land clearing expenditures, f 21 of P. L. 87 — 834 3 
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ADMINISTRATIVE — Continued C. B. 
Elections — Continued 

Foreign investment company, income currently distributed, 
$14 of P. L. 87 — 834 3 

Form 1040W, elimination of use, $$ 1. 4 — 2, 1. 142 — 1, 1. 144 — 1, 
1. 6012 — 1, 1. 6014 — 1 1 

Investment tax credit, leased property, temporary rules, $$ 16. 2, 
16. 2 — 1 2 

Mutual insurance companies, other than life: 
Interinsurer or reciprocal underwriter, f8 of P. L. 87 — 834 3 
Loss account, $8 of P. L. 87 — 834 3 
Statutory underwriting income or loss, $8 of P. L. 87 — 834 3 

New section 38 property, acquired by lessee, investment tax 
credit, fl2 of P. L. 87 — 834 3 

Prepaid membership dues, temporary rules, $ 17. 1 — 1 1 
Prepaid subscription income, )$ 1. 455 — 1 through 1. 455 — 6 1 
Real estate investment trust, treatment of dividends paid 

after end of taxable year, $ 1. 858 — 1 1 
Shareholder in controlled foreign corporation, taxed at cor- 

porate rates, f 12 of P. L. 87 — 834 3 
Small business corporation: 

Estate decedent's stock passing directly to legatee 2 
Shareholders' consents, community property state, 

$ 1. 1372 — 3, $ 23 of P. L. 87 — 834 '2, 3 
Spread back of long term income, efi'ect on charitable contribu- 

tions, $ 22 of P. L. 87-834 3 
Year of deduction of disaster losses 1 

Employer identification numbers (See: Identifying numbers) 
Estimated tax: 

Computations, foreign life insurance companies, percentage 
for 1962 1 

Time for filing declaration, fishermen 3 
Underestimate, stockholder in electing small business corpora- 

tion 2 
Examination, returns (See: Returns) 
Extension of time: 

Form 1040W, elimination of use, $ 1. 6081 — 1 1 
Shareholders' consents to election by small business corpora- 

tion, community property state, $ 1. 1372 — 3, $ 23 of P. L. 
87-834 2, 3 

Fiduciaries, identifying numbers, consolidated application 2 
Forms (See: Returns) 
Government depositary, failure to deposit taxes, penalty, $301. 6656 — 1 1 
Identifying numbers: 

Applications for, $ 1. 6109 — 1(c) 2 
Definitions, $$ 301. 7701 — 11, 301. 7701 — 12 2 
Employer identification numbers, $$ 1, 6109 — 1, 301. 7701 — 12 2 
Employment taxes: 

Application for, $$ 31. 6011(b) — 1, 31. 6011(b) — 2 2 
General rules for use, $$ 31. 6011(b) — 1, 31. 6109-1 2 

Excise taxes: 
Facilities and services taxes, $ 49. 6109 — 1 2 
Manufacturers and retailers taxes, $ 48. 6109 — 1 2 
Marihuana, $ 152. 9a 2 
Narcotic drugs, $ 151. 30 
Stamp taxes, $ 45. 6109-1 
Sugar, coconut and palm oil, ( 46. 6109 — 1 2 
Use tsx on highway motor vehicles, jl 41. 6109 — 1 2 

Fiduciaries, consolidated application 
General rules for use, f 1. 6109 — 1(b) 2 
Individual account numbers, ff 1. 6169 — 1, 301. 7701 — 11 2 
Multiple payees, f 1. 6109 — 1(b) (2) 
Nonresident aliens, $ 1. 6109 — 1(d) 2 
Penalties for failure to use, $ 301. 6676 — 1 
Returns made by one person for another, $ 1. 6109 — 1(b) (2) — '2 
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ADMINISTRATIVE — Continued 
Inspection of returns or records (See: Returns: Inspection) 
Installment payments, election, dealers' reserves 
Interest: 

Deficiencies: 
Accrued foreign taxes abated 
Bankruptcy, etc 
Computation, f 301. 6601 — 1 

Overpayments: 
Determination of due date, ji 301. 6611 — 1 
Taxable year of inclusion, accrual basis taxpayer 

Tax: (See: INTEREsT: Deficiencies) 
Jeopardy assessments (See: Assessments) 
Legislation, summary of 1962 tax legislation 
Liens: 

Bankruptcy, penalties 
Priority, notice filed in United States District Court 

Limitation period: 
Assessment: 

Credit, or refund: 
Certified losses of import-injured trade or business 
Election regarding clay and quartzite used in refrac- 

tory products, $ 1. 9005 — 3 
Stamp taxes 
Unrelated business income tax 

Claims for refund, overpayment determined by Tax Court 
Deficiencies, bank holding company distributions, ff 1. 1101 — 2, 

1. 1102-2 
Nonresidents, aliens, employees, international organizations or non- 

diplomatic, certificate of compliance, f 1. 6851 — 2 
Notice: 

Bank holding companies, certification, $ 1. 1102 — 2 
Cooperatives, patronage dividends 
Deficiency, authority to prepare and sign, fi 601. 106(d) 
Revocation of exemption, delegation of authority 

Oaths: 
Authority to administer, $ 301. 7622 — 1 
Request for ruling, foreign corporations, distributions or ex- 

changes, $ 1. 367 — 1 
Offers in compromise: 

Accepted, public inspection, $ 601. 702(b) 
Authority of District Directors and Regional Appellate Divi- 

sion, liabiLity less than $50, 000 
Authority of District Directors and Regional Counsel, liability 

less than $50, 000 
Authority to reject, rl 601. 203(c) 

Overpayments (See: Credits and refunds) 
Penalties: 

Assessment, fi 301. 6671-1 
Bad check in payment of tax, $ 301. 6657 — 1 
Bankruptcy, etc 
Deficiencies, dealer reserve income 
Estimated tax, underestimation, stockholder in electing small 

business corporation 
Failure to deposit taxes, $ 301. 6656 — 1 
Failure to file: 

Information return, $ 301. 6652 — 1 
Dividends, patronage dividends, and interest pay- 

ments, $ 19 of P. L. 87 — 834 
Foreign corporations, United States persons, 

$ 301. 6679 — 1 
Foreign trusts, $ 7 of P. L. 87 — 834 

Tax return, fi 301. 6651 — 1 
Failure to supply identifying number, $ 301. 6676 — 1---------- 

Period of limitation (See: Limitation period) 
Practice before the Service (See: Attorneys and agents) 
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ADMINISTRATIVE — Continued 
Publicity of returns and information: 

Accepted ofFers in compromise, $ 601. 702(b) 
General rules 

State governments: 
Forms 11 and 11 — B Special Tax Returns 
General procedures 

Records: 
Employment taxes, withholding, account numbers, )$ 31. 3402 

(f) (2)-1, 31. 6001 — 5 
Excise taxes, documentary stamps: 

Certificates of indebtedness, $ 47. 4331 — 4 
Foreign insurance policies, $ 47. 6001 — 2 
Securities exchanges or clearinghouses $ 47. 4353 — 1 
Stock, etc. , f$ 47. 4321 — 4, 47. 6001-1 

Real estate investment trust, $ 1. 857 — 6 
Shareholders of bank holding companies, $ 1. 1101 — 4 

Refunds (See: Credits and refunds) 
Regulations: 

26 CFR 17. 1, 17. 1-1; temporary rules, elections, prepaid mem- 
bership dues 

26 CFR 301. 6109, 301. 6109 — 1, 301. 6110, 301. 6676, 301. 6676-1, 
301. 7701 — 11 through 301. 7701 — 13; use of identifying num- 
bers 

26 CFR 301. 6155 — 1, 301. 7701 — 9, and intermediate sections, 
amended; delegation of authority to directors of regional 
service centers to make assessments, abatements, credits, 
and refunds; establishment of seal of office for Director, 
Atlanta Regional Service Center 

26 CFR 601. 101 — 601. 702 and certain intermediate sections; 
miscellaneous amendments to the Statement of Procedural 
Rules 

Returns: 
Amended: 

Dealers' reserves, installment payments 
Election, depletion of clay and quartzite, $ 1. 9005-4 

Consolidated (See: INcoME Tz, x: Consolidated returns) 
Estate tax: 

Place for filing, exceptional cases, $ $ 20. 6091-1, 20. 6092-2 
Signing and verifying, $) 20. 6061 — 1, 20. 6065 — 1 

Estates and trusts, foreign trusts, f 7 of P. L. 87 — 834 
Exs, mination, international enforcement progrs, m 
Excise taxes, transportation-persons, guided tours, travel 

agencies 
Exempt organizations: 

Inspection, House Select Committee on Small Business 
Unrelated business income, limitation period on assess- 

ment 
Failure to file: 

Excise taxes, narcotic drugs, reasonable cause, $ 151. 81 
Information return: 

Dividends, patronage dividends, and interest pay- 
ments, $ 19 of P. L. 87 — 834 

Foreign corporation controlled by United States per- 
son, $ 20 of P. L. 87 — 834 

Information returns as to foreign corporations, $ 301. 6679-1 
Fiduciary, identifying numbers, consolidated application 
Forms: 

427, request for purchase of documentary stamps, 
f 47. 6802-1 

941c, statement to correct wage information, reproduc- 
tion 

1040A, claim for refund, $ 301. 6402 — 3 
1040W, elimination of use, $$ 1. 4 — 2, 1. 142 — 1, L14&1, 

1. 6012-1, 1. 6014-1 
1087, record owner of stock not actual owner 
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ADMINISTRATIVE — Continued 0W. 

Returns — Continued 
Forms — Continued 

2950, employees' pension or annuity plan, substantiation 
of deductions for contributions, $ 1. 404(a) — 2 1 

2952, information return, foreign corporation controlled by 
United States person, f$ 1. 6038 — 1, 1. 6038 — 2 2 

3115, change in method of accounting, $ $ 1. 446-1, 
601. 204(b) 1 

3227, account number, fj 1. 6109 — 1(c) 2 
SS — 4, employer identification number, $ $ 1. 6109-1(c), 

31. 6011(b) — I) 31. 6109-1, 41. 6109 — 1, 45. 6109 — 1, 
46. 6109 — 1, 48. 6109 — 1, 49. 6109 — 1, 151. 30, 152. 9a 2 

SS — 5, account number, $ $ 1. 6109 — 1(c), 31. 6011(b) — 2, 
31. 6109 — 1 2 

W — 2, account number, $$ 31. 6051 — 1, 31. 6109 — 1 2 
W — 2, withholding tax statement, reproduction 2 
Reproduction requirements 2 

Gift tax: 
Place for filing, exceptional cases, $ 25. 6091 — 2 1 
Signing and verifying, $$ 25. 6061 — 1, 25. 6065 — 1 1 

Husband and wife, Form 1040W, elimination of use, $$ 1. 4 — 2, 
1. 142-1, 1. 6012-1, 1. 6014-1 1 

Individuals, Form 1040W, elimination of use, $$ 1. 4-2, 1. 142-1, 
L144-1& 1. 6012-1 1 

Information: 
Dividends, patronage dividends and interest payments, 

statement to payees, $ 19 of P. L. 87 — 834 3 
Failure to file, penalty, $ 301. 6652 — 1 1 
Foreign corporations: 

Control by United States person, ) $ 1. 6038 — 1, 
1. 6038-2 2 

Entities, controlled by United States person, $ 20 of 
P. L. 87 — 834 3 

Officers, directors, and shareholders, f 1. 6046 — 1, $ 20 
of P. L. 87 — 834 2, 3 

Organization or reorganization, f 1. 6046 — 2 2 
Foreign trusts, $ 7 of P. L. 87 — 834 3 
Real estate investment trusts, $ 1. 857 — 8 1 
Unemployment benefit trust 1 

Inspection: 
Delegated authority, District Directors and Director of 

International Operations 2 
General rules 1 
House Select Committee on Small Business 2 
Senate Committee on Armed Services 1 
Senate Committee on Foreign Relations 2 
Senate Committee on the Judiciary 1 
State governments: 

Forms 11 and 11 — B, Special Tax Returns 2 
General procedures 2 

Place for filing, estate and gift taxes, exceptional cases, 
) )20. 6091 — 2, 25. 6091 — 2 1 

Reproduction: 
Form 941c, statement to correct wage information 
Form W — 2, withholding tax statement 
Requirements 

Signing and verifying: 
Estate and gift. taxes, f f 20. 6061 — 1, 20. 6065 — 1, 25. 6061-1, 

25. 6065 — 1 1 
Reorganization plan, $ 1. 368 — 3 2 

Rulings: 
Advance, disability benefits under pension plan, integration 

with social security 2 
Authority and procedures: 

Areas under the 1954 Code which rulings will not be 
issued 2 
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ADMINISTRATIVE — Continued O. B. 
Rulings — Continued 

Authority and procedures — Continued 
Determination letters and closing agreements 
Exempt organizations, determination letters 
Pension, annuity, etc. , plans, qualification 
Technical advice to District Directors 

Revocation of exemption, delegation of authority 
Seizures, enforcement authority 
Suits, injunction prohibiting collection of taxes 
Subpoena, enforcement authority 
Summons, enforcement authority 
Tax: 

Additions to (Scc: INTEREsT: Deficiencies; Penalties) 
Assessments (Sce: Assessments) 
Collections (See: Collections) 
Computations: 

Claim of right: 
Army retirement pay refunded 
Income restored 
$ 1. 1341-1 

Damages: 
Antitrust law injuries, $ 1. 1306 — 1 2 
Breach of contract or trust, $ 1. 1305 — 1 2 

Excise taxes, documentary stamps: 
Certificates of indebtedness: 

Original issue, $ 47. 4311 — 1 1 
Sales or transfers, f$ 47. 4331 — 1, 47. 4331 — 2 1 

Conveyances, $ 47. 4361 — 1 1 
Foreign insurance policies, $ 47. 4371 — 2 1 
Stock, etc. : 

Original issue, $ 47. 4301 — 1 1 
Recapitalization, $ 47. 4302 — 1 1 
Sales or transfers, $ 47. 4321 — 1 1 

Foreign life insurance companies, percentage for 1961 1 
Real estate investment trust, $ 1. 857 — 2 1 

Deficiencies: 
Interest, accrued foreign taxes abated 2 
Penalties, dealer reserve income 1 

Liability: 
Disputed, protests under penalty of perjury, $ 601. 103(c) 1 
Employment taxes, statutory merger or consolidation 1 
Excise taxes: 

Documentary stamps, $ 47. 4384 — 1 1 
Retail sales, toilet preparations, j'l 48. 4021 — 1 2 

Payments: 
Excise taxes: 

Documentary stamps: 
Meter machines, $ 47. 6801 — 1 1 
Securities exchanges or clearinghouses, f 47. 4353 — 1 1 

Transportation of persons, travel agencies 2 
Notice and demand, $ 301. 6155 — 1 1 

Rates: 
Corporations, normal tax rate extended, ) 1. 11 — 1 2 
Excise taxes, documentary stamps: 

Certificates of indebtedness: 
Original issue, $ 47. 4311 — 1 1 
Sales or transfers, $$ 47. 4331 — 1, 47. 4331 — 2 1 

Conveyances, $ 47. 4361 — 1 - 1 
Foreign insurance policies, $ 47. 4371 — 2 1 
Stock, etc. : 

Original issue, ) 47. 4301 — 1 1 
Sales or transfers, $ 47. 4321 — 1 1 

Excise taxes, retail sales, toilet preparations, f 48. 4021 — 1 2 
Excise taxes, sugar, manufactured in the United States 3 
Mutual insurance companies, other than life, II 1. 821 — 3, 

$ 8 of P. L. 87 — 834 2, 3 
Tax Rate Extension Act of 1962 3 
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ADMINISTRATIVE — Continued 
Tax Court of the United States: 

Appellate review, renegotiation cases 
Delay proceedings, damages, $ 301. 6673 — 1 
Overpayment determined, limitation on credit or refund 
Transfer and centralization of cases, $ 601. 106(e) 

ALCOHOL TAX: 
Alcohol: 

Containers, metal drums, printed paper label 
Denatured, substitute denaturant, deodorized kerosene 
Tax-free: 

Clinics, medicines to out-patients 
General instructions for permittees 

Applications, distilled spirits plants, successor proprietor 
Beer: 

Employer identification numbers: 
Commodity tax returns, jIjI 245. 117d through 245. 117f 
Occupational tax returns, ) jl 245. 76a through 245. 76d 

Exportation, agency of the United States; Form 1689 
Filling bottles and cans, tolerances 
Labels, alcoholic content: 

Interstate shipments 
Washington State 

Obsolete Revenue Rulings 
Purchased taxpaid by brewers, marking and labeling 
Removed from market, notice by brewer 
Review of Revenue Rulings 
Storage and sale, distilled spirits plants 
Tax Rate Extension Act of 1962 
Vessel and aircraft supplies, Hawaii and Alaska, $ 252. 21 

Blending, homogeneity 
Bonded wine cellars: 

Treatment of wine "Pectinol 100 — D" 
Unmerchantable wine, credit or refund 

Bottlers, custom, losses, distilled spirits 
Breweries, purchases of taxpaid beer by brewers, marking and 

lab elin g- 
Claims: 

Credit or refund: 
Beer removed from market, notice by brewer 
Unmerchantable wine returned to bonded wine cellar 

Drawback, vessel and aircraft supplies, Hawaii and Alaska, 
252, 21 

Losses, distilled spirits, custom bottling 
Containers: 

Barrels, maximum proof of whisky, $ 5. 21(b) 
Beer bottles and cs, ns, tolerances in filling 
Distilled spirits: 

4/5 pint, effective date, $ 5. 73 
4/5 pint, ) 201. 328 
Liquor bottles: 

Tinplate with tin-lead solder 
Tinplate with all tin solder 

Laboratory reagents and stains 
Markings for exportation, $$ 252. 123, 252. 154, 252. 193, 252. 216, 

252. 223 
Metal drums of alcohol, printed paper label 
Tinplate, lithographed "For Export" 

Credits: 
Beer removed from market, notice by brewer 
Unmerchantable wine, returned to bonded wine cellar 

Dealers: 
Employer identification numbers, occupational tax returns, 

f $ 194. 106a through 194. 106c 
Retail, state operated liquor stores, occupational tax 
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Forms: 

206, application or notice of withdrawal of wine by exporter, 
$ 252. 122 

332, reporting of spirits of 190 degrees or more of proof 
702 and 2056, wine, water added by bentonite slurries 
1451 and 1473, tax-free alcohol, general instructions for per- 

mittees 
1479-A, laboratory reagents and stains 
1482; denatured alcohol or rum; user's report for fiscal year 

1962 
1689, beer exported to agency of the United States 
SS-4, employer identification numbers: 

Commodity tax returns, 

final 

201. 380b, 201. 380c, 201. 451b, 
201. 451c, 240. 594b, 240. 594c, 245. 117e, 245. 117f 

Occupational tax returns, Ii) 194. 106a through 194. 106c, 
196. 34a through 196. 34c, 197. 29a through 197. 29c, 
201. 32a through 201. 32e, 245. 76a through 245. 76d 

Formulas: 
18 and 19, substitute denaturant, deodorized kerosene 
Laboratory reagents and stains, restrictions 
Rectified products, successor proprietor 
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ALCOHOI TAX — Continued 
Dealers — Continued 

Special tax liability, distilled spirits plants, storage and sale of 
beer 1 

Wholesale: 
Advertising displays, "Texas Fifth" 2 
Brand labels 2 

Denaturants, deodorized kerosene 2 
Distilled spirits: 

Advertising displays, "Texas Fifth" 2 
Brandied fruits, alcohol content of sirup 2 
Containers: 

4/5 pint, effective date, $ 5. 73 1, 2 
4/5 pint, jl 201. 328 2 
Tinplate with all tin solder 2 
Tinplate with tin-lead solder 2 

Employer identification numbers: 
Commodity tax returns, )fj 201. 380a through 201. 380c, 

201. 451a through 201. 451c 
Occupational tax returns, $ jl 201. 32a through 201. 32e 

Imported, dumping and rebottling 
Industrial use, bonded storage, memorandum records 
Losses, custom bottling 
Mingling and blending, homogeneity 
Obsolete Revenue Rulings 
Review of Revenue Rulings 
Tax Rate Extension Act of 1962 3 
Vessel and aircraft supplies, IIawaii and Alaska, fl 252. 21 1 
Whisky, maximum barreling proof, $ 5. 21(b) 1 

Distilled spirits plants: 
Bonded premises, pipelines 1 
Change of proprietorship, rectifie products formulas 1 
Chemicals, testing for spirits content 1 
General premises, storage and sale of beer 1 
Removal of tank cars or tank trucks after business hours 2 
Reporting of spirits of 190 degrees or more of proof 1 
Stored industrial spirits, memorandum records 2 
Strip stamps, contiguous premises 1 
Tinplate containers, lithographed "For Export" 1 
Whisky, maximum barreling proof, $ 5. 21(b) 1 

Employer identification numbers (See: Identifying numbers) 
Fiduciaries, casual sales of salvaged merchandise 2 
Floor stocks tax, refunds postponed, Tax Rate Extension Act of 

3 
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ALCOHOL TAX — Continued O. B. Page 

Government use, beer exported to agency of the United States, 
Form 1689 

Hospitals, clinics, blood banks, medicines to out-patients 
Identifying numbers: 

Commodity tax returns: 
Beer, $$ 245. 117d through 245. 117f 
Distilled spirits, fj) 201. 380a through 201. 380c, 201. 451a 

through 201. 451c 
Wine, )$ 240. 594a through 240. 594c 

Occupational tax returns: 
Beer, f f 245. 76a through 245. 76d 
Distilled spirits, $f 201. 32a through 201. 32e 
Liquor dealers, $) 194. 106a through 194. 106c 
Nonbeverage products, I'l jl 197. 29a through 197. 29c 
Stills and condcnscrs, fj) 196. 34a through 196. 34c 
Wine, $$ 201. 32a through 201. 32e 

Importers, Spanish Champs, gne, certificate of label approval 
Interest, overpayment of special tax, nonbeverage manufacturer 
Labels: 

Beer: 
Alcoholic content: 

Interstate shipments 
Washington State 

Purchased taxpaid by brewers 
Bottled wine for export, fj 252. 213 
Distilled spirits, brand label of wholesaler 
Metal drums of alcohol 
Spanish Champagne, certificate of approval 
Tinplate containers, lithographed "For Export" 
Unsalable imported distilled spirits rebottled 

Liens, distilled spirits plants, bonded premises, pipelines 
Losses, custom bottling, distilled spirits 
Marks and brands: 

Containers removed for export, fjtj 252. 123, 252. 154, 252. 193, 
252. 216, 252. 223 

Metal drums of alcohol, printed paper label 
Materials: 

Anion and cation exchange resins, treatment of wine 
Treatment of wine: 

Bentonite slurries 
aKlerzyme 200" 
"Pectinol 100 — D" 
Pectolytic enzymes 
Veltol a Yeastex-61" 

Nonbeverage manufacturers, interest on overpayment of special 
x t a 

Nonbeverage products: 
Brandied fruits 
Employer identification number, occupational tax return, 

$) 197. 29a through 197. 29e 
Offers in compromise, procedures 
Overpayments, interest, nonbeverage manufacturer 
Proprietary solvents, shipment with specially denatured alcohol and 

chemicals 
Records: 

Distilled spirits plants, restamping operations 
Memorandum, industrial spirits in bonded storage 
Tax-free alcohol, general instructions for permittees 

Refunds: 
Floor stocks tax, Tax Rate Extension Act of 1962 
Unmerchantable wine, returned to bonded wine cellar 
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ALCOHOL TAX — Continued 
Regulations: 

26 CFR 194. 106 through 194. 106c, 106. 34 through 196. 34c, 
197. 29 through 197. 29c, 201. 32a through 201. 32e, 245. 76a 
through 245. 76d; occupational tax returns, identifying 
numbers 

26 CFR 201. 328, 201, 457, 201. 542, amended, use of 4/5 pint 
containers for distilled spirits, overprinting of denomination 
on bottled-in-bond strip stamps 

26 CFR 201. 380a through 201. 380c, 201. 451a through 201. 451c, 
240. 594a through 240. 594c, 245. 117d through 245. 117f, 
amended; commodity tax returns, identifying numbers 

26 CFR 252. 21, 252. 223, and intermediate sections, amended; 
supplies on vessels and aircraft trading between Hawaii or 
Alaska and other parts of the United States; labels on bottles 
of wine exported with benefit of drawback; markings of con- 
tainers; and preparation of Form 206 

26 CFR 601. 301 through 601. 304, Statement of Procedural 
Rules; miscellaneous amendments 

27 CFR 5. 21(b), maximum barreling proof of whisky 
27 CFR 5. 73, amended, postponement to September 1, 1962, of 

use of 4/5 pint containers for all classes and types of distilled 
spirits 

27 CFR 5. 73, amended; use of 4/5 pint containers for all classes 
and types of distilled spirits 

Reports: 
Distilled spirits plants, restamping operations 
Form 832, spirits of 190 degrees or more of proof 
Forms 702 and 2056, wine, water added by bentonite slurries 
Tax-free alcohol, general instructions for permittees 
Users of denatured alcohol or rum 

Retail liquor dealers (See: Dealers) 
Special tax: 

Distilled spirits plants, storage and sale of beer 
Fiduciary sales, salvaged merchandise 
Interest on overpayment, nonbeverage manufacturer 
Retail dealer, state operated liquor stores 

Specially denatured spirits: 
Laboratory reagents and stains 
Shipment with proprietary solvents and chemicals 
User's report, fiscal year 1962 

Stamps, strip: 
Overprinting of denomination, $ 201. 542 
Restamping operations 

Stills, employer identificatio numbers, occupational tax returns, 
f$ 196. 34a through 196. 34c 

Taxes: 
Commodity, brandied fruits 
Distilled spirits, claim for losses in custom bottling 
Rates, Tax Rate Extension Act of 1962 

Transfers: 
Bulk, specially denatured alcohol and proprietary solvents or 

chemicals in separate compartments 
Tank cars or tank trucks, removal from distilled spirits plant 

after business hours 
Users, denatured alcohol or rum, annual report for fiscal year 1962 
Violations, advertising, "Texas Fifth" 
Wholesale liquor dealers (See: Dealers) 
Wine: 

Employer identification numbers: 
Commodity tax returns, fl) 240. 594a through 240. 594c 
Occupational tax returns, (fl 201. 32a through 201. 32e 

Obsolete Revenue Rulings 
Review of Revenue Rulings 
Spanish Champagne, importation 
Tax Rate Extension Act of 1962 

O. B. 
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ALCOHOL TAX — Continued 
Wine — Continued 

Treatment: 
Anion and cation exchange resins 
Bentonite slurries 
"Klerzyme 200" 
"Pectinol 100 — D" 
Pectolytic enzymes 
Veltol 
"Yeastex-61" 

Vessel and aircraft supplies, Hawaii and Alaska, t'l 252. 21 

COURT DECISIONS: 
Bilder, Sally L. , etc. ; Commissioner v 
Club Ramon, Inc. , v. United States of America 
Davis, Thomas CraIvley, et al. v. United States 
Hanover Bank, Executor, et al. v. Commissioner 
Simonson, Hattiebelle O. , Trustee in Bankruptcy, etc. , et al. v. R. C. 

Granquist, District Director of Internal Revenue, et al 
TurnboIv, Grover D. and Ruth H. , v. Commissioner 
Union Central Life Insurance Company; United States v 
Williams Packing dc Navigation Co. , Inc. v. J. L. Enochs, District 

Director of Internal Revenue 

EMPLOYMENT TAXES: 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Employee, B-Girls 
Employer, statutory merger or consolidation 
Employer-employee: 

Entertainers: 
B-Girls, services performed in addition to specialty 

Management services, trailer park 
Salesmen, automobile club memberships 

Forms (See: ADMINIsTRATIvE: Returns) 
Returns (See: ADMINIsTRATIvE: Returns) 
Tax (See: ADMINISTRATIVE: Tax) 
Wages, meals furnished employees 

ESTATE TAX: 
Annuities, self-employed retirement plan, $ 7 of P. L. 87 — 792 
Assessments (See: ADMINIsTR~TIVE: Assessments) 
Charitable, etc. , transfers: 

Charitable, etc. , uses, state activity, promotion of the United 
Nations 

Death taxes, foreign, deduction from gross estate, tl 20. 2053 — 10 
Citizens or residents, Osage Indian allottees 
Claims (See: ADMINISTRATIvK: Credits and refunds) 
Credits (See: ADMINIsTRATIVE: Credits and refunds) 
Credits against tax: 

Foreign taxes, charitable transfers, deduction from gross estate, 
tie 20. 2014-1 through 20. 2014 — 8, 20. 2014 — 7 

Treaty credits, waiver, deduction of foreign death taxes, 
tt 20. 2053-10 

Death taxes (See: Credits against tax) 
Deductions: 

Charitable transfers (See: Charitable, etc. , transfers) 
Taxes, foreign death taxes on charitable transfer, tt 20. 2053-10 

Elections (See: ADMINIsTIIATIVE: Elections) 
Exemption, citizens or residents (See: Citizens or residents) 
Gross estate foreign real property, |t 18 of P. L. 87 — 834 
Indians, Osage, homestead allotments 
Nonresidents, contributions to state committee to promote the 

United Nations 
Powers of appointment, general power, time of creation, tl 20. 2041-1 
Property, real: 

Osage Indian allottees 
Outside United States, inclusion in gross estate, $ 18 of P. L. 

87-884 

O. B. 
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ESTATE TAX — Continued 
Real property (See: Property) 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations, 26 CFR 20. 2011 — 2, 20. 7101 — 1 and intermediate sec- 

tions, amended; deduction for foreign death taxes paid upon a 
transfer for charitable, etc. , use, exclusion from gross estate trust 
property where the decedent was under a mental disability to re- 
linquish a power, and signing and verifying returns and other 
documents 

Returns (See: ADMINIsTRATIvE: Returns) 
Transfers: 

Power to alter, etc. , transferor under mental disability, 
II 20. 2038-1 

Powers of appointment (See: Powers of appointment) 

EXCISE TAXES: 
Assessments (See: AnMINxsTnxTIVE: Assessments) 
Cabaret (See: Facilities and services) 
Claims (See: ADMINIsTRATIYE: Credits and refunds) 
Club dues, initiation fees, etc. (See: Facilities and services) 
Coconut and palm oil: 

Employer identification number, $ 46. 6109 — 1 
Repeal 
Suspension of tax 

Coin-operated devices: 
Horoscope machine 
Skee ball alleys and pokerino tables 

Collections (See: AnMINxsTmTIVE: Collections) 
Communications (See: Facilities and services) 
Credits (See: ADMINIsTRATIvE. ' Credits and refunds) 
Court Decisions (See: CovRT DaoxsxoNs) 
Employer identification numbers (See: AnMINxsTRA TIVE: Identify- 

ing numbers) 
Facilities and services: 

Cabaret: 
Merchandise subject to retailers tax 
Private club v. public place 

Club dues, initiation fees, etc. , social club, health treatment 
facilities 

Communications: 
General telephone service, Tax Rate Extension Act of 1962 
Interior systems, subscribers' premises 
Microwave relay service 
Savings and loan associations, exemption repealed, fi 6 of 

P. L. 87-834 
"Telpak, " private line service 
Wire and equipment and wire mileage service, music pro- 

grams 
Exemptions: 

Nonprofit educational organizations: 
Boys' club 
Mentally handicapped children 

Private communications services, Tax Rate Extension Act 
of 1962 

General, employer identification number, f 49. 6109 — 1 
Transportation — Persons: 

Application of tax, f 49. 4261 — 2 
Commutation, annual payment, school children 
Credits and refunds, special rules, f 49. 9000 — 1 
Cruise, Gulf Stream from New York and return, no port of 

call 
Definitions, $$ 49. 4262(a)-1, 49. 4262(c)-1 
Exclusion of certain travel, computation examples, 

5 49. 4262(b)-1 
Exemptions: 

Charters, fares of sixty cents or less, $ 49. 4263-2 
Form 731, exemption certificate, $ 49. 4263-3- — —----- 
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EXCISE TAXES — Continued 
Facilities and services — Continued 

Transportation — Persons — Continued 
Exemptions — Continued 

Transportation outside northern portion of Western 
Hemisphere, fj 49. 4264(f) — 1 

Nontaxability evidence: 
Through tickets, fj 49. 4261 — 4 
Tickets for uninterrupted international air travel, 

5 49. 4261-4 
Nontaxable payments: 

Baggage transportation equipment, f 49. 4261 — 8 
Circus or show conveyances, f 49. 4261 — 8 
Miscellaneous charges, $ 49. 4261 — 8 

Payment of tax, special rules, $ 49. 4264(c) — 1 
Payments made within and without United States, 

)$ 49. 4261 — 3, 49. 4261 — 4 
Reduction of tax for air travel, $ 49. 4261 — 1 
Savings and loan associations, exemption repealed, ft 6 of 

P. L. 87 — 834 
Seats and berths, $ 49. 4261 — 9 
Taxable payments: 

All expense tours, $ 49. 4261 — 7 
Chartered conveyances, $ 49. 4261 — 7 
Travel over lines of connecting carriers, f 49. 4261-7 

Tax Rate Extension Act of 1962 
Tax repeal for travel other than by air, $ 49. 4261-1 
Travel agencies, guided tours, return and payment of tax 

Identifying numbers. (See: AnMxNxsxxxax'xvz: Identifying num- 
bers) 

Import: 
Animal and vegetable oils and seeds, repeal 
Coal, repeal 
Copper, repeal 
Lumber, repeal 
Petroleum products, repeal 

Limitation period (See: AnMxNxsrxxxvxvE: Limitation period) 
Manufacturers: 

Appliances: 
Clothes driers, commercial design 
Water heaters, gas, household type 

Automobiles, etc. : 
Chassis and bodies: 

Housing for mobile furnace vacuum cleaner 
Truck: 

Cement mixer and dumper services 
Military specifications 

Two-wheel or four-wheel undercarriages 
Constructive sale price 

"Cost" defined 
Truck bodies 

Exemptions, school district, resale to bus operators 
General electrically-powered motor vehicles 
Painting of automobile truck bodies 
Parts and accessories: 

Batteries, modified terminals 
Battery booster cables 
"Cushions" 
Rebuilt bumpers 
Rebuilt shock absorbers 
Telescopic clothes hanging bars 

Tax Rate Extension Act of 1962 
Business machines: 

Check sorting and listing machines, banking institutions 
Constructive sales price 
Lease payments applied on purchase of new machine 

Electric light bulbs, etc. , electroluminescent nite lite 

O. B. 
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EXCISE TAXES — Continued 
Manufacturers — Continued 

Exemptions: 
International Bank for Reconstruction and Development 
Nonprofit educational organizations: 

Boys' club 
Mentally handicapped children 

Firearms, shells, etc. , shotgun "kits" 
Gasoline: 

Farm use, amended cls, im for refund 
Local transit systems, credit or refund, $$ 48. 6421(b) — 1, 

48. 6421(c) — 1, 48. 6421(d) — 1, 48. 6421(g) — 1 
"Motor" method to determine octane rating 

General: 
Constructive sale price: 

"Cost" defined 
Inter-company sales 

Employer identification number, $ 48. 6109 — 1 
Importers of cars, trucks, buses, etc. , Form 8006, ap- 

plication for determination of bond requirement, 
$ 601. 402(d) (3) 

Sale price, local advertising, magazines or outdoor signs and 
posters 

Lubricating oil, new oil used to produce nontaxable grease or 
nontaxable lubricating oiL 

Matches, constructive sales price 
Musical instruments, simulated, wind and percussion instru- 

ments 
Phonographs, etc. (See: Radio and TV receivers, etc. ) 
Radio and TV receivers, etc. : 

Cabinet to enclose TV set 
Stereophonic fidelity phonograph 

Sporting goods: 
Billiard and pool balls and cues, purchase and resale by 

table manufacturer 
Croquet balls and msllets designed for children 
Golf bag and cart combination 

Narcotics: 
Classification, norpethidine (ethyl 4-phenyl-4-piperidinecar- 

boxylate) and its salts 
Employer identification numbers, f$ 151. 30, 152. 9a 
Order forms, exceptions to use, $ 151. 211 

Playing cards, exemption, veterans' hospitals 
Records (See: ADMINIsTRATIVE: Records) 
Refunds (See: AnMrNISTRATIVE: Credits and refunds) 
Regulations: 

26 CFR 41. 6109, 41. 6109 — 1, 45. 6109, 45. 6109 — 1, 46. 6109, 
46. 6109 — 1, 48. 6109, 48. 6109 — 1, 49. 6109, 49. 6109 — 1; use of 
identifying numbers 

26 CFR 46. 4501, 46. 6412(d), amended; extension of tax on 
manufacture, use or importation of sugar, claims for fioor 
stocks refund 

26 CFR 47. 0 — 1 through 47. 0 — 4, 47. 4301 through 47. 4384 — 1, 
47. 6001 through 47. 6001 — 2, 47. 6801 through 47. 6802 — 1, 
47. 6804 through 47. 6805, 47. 7208 through 47. 7209 — 1, 47. 7270 
through 47. 7271 — 1, 47. 7701, 47. 7805, 47. 7805 — 1, documen- 
tary stamp taxes and administrative provisions relative 
thereto 

26 CFR 48. 4021 — 1 retailers tax on toilet preparations 
26 CFR 49. 4261 through 49. 4264(f) — 1, 48. 6421(b) through 

48. 6421(d) — 1 amended, 49. 9000, 49. 9000 — 1; tax on the trans- 
portation of persons, credits or refund of tax on gasoline used 
b local transit s stems 

26 CFR 151 30, 151. 81, 151. 84, 151. 451, 151. 453, 152. 9a& 
amended; use of identifying numbers and authority of di- 
rectors of regional service centers to make assessments 
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EXCISE TAXES — Continued 
Regulations — Continued 

26 CFR 151. 211, amended; exceptions to use of order forms 
for dispositions of exempt narcotic pharmaceutical prepara- 
t ions 

Retailers: 
Exemptions: 

International Bank for Reconstruction and Development 
Nonprofit educational organizations: 

Boys' club 
Mentally handicapped children 

Furs: 
Exchange of taxable articles for coupons or trading stamps 
Sales by cabaret 

General: 
Employer identification number, f$ 48. 6109 — 1 
Leased articles, limitation on tax 

Jewelry: 
Exchange of taxable articles for coupons or trading stamps 
Glove holder 
Leased sign-clock combinations 
Necktie knot support 
Repairs 
Ring guards 
Sales by cabaret 
Sterling silver shoe buckles 
Synthetic corundum stones 

Luggage: 
Exchange of taxable articles for coupons or trading stamps 
Guides to taxability, supplemental list 
Handbags, "shoppers" 
Produced from customer's material 
Sales by cabaret 
Salesmen's sample cases, manufacturer to merchandising 

comp ny 
Writing portfolio 

Toilet preparations: 
Artificial fingernails 
Exchange of taxable articles for coupons or trading stamps 
Imposition and rate of tax, $ 48. 4021 — 1 
Sales by cabaret 

owelettes" and "lotion cleansing tissues" 
Returns (See: ADMINIsTRATIvE: Returns) 
Stamp (Documentary): 

Bonds, etc. : 
Domestic building and loan associations and mutual ditch 

or irrigation companies, $ 6 of P. L. 87 — 834 
Original issue: 

Affixing of stamps, $ 47. 4311 — 1 
Imposition of tax, fi$ 47. 4311 — 1, 47. 4311 — 2 
Renewals, $ 47. 4312 — 1 
Security for debt, $ 47. 4313 — 1 

Sales or transfers: 
Affixing of stamps, $ 47. 4352 — 1 
Agreements to sell, memoranda of, $ 47. 4352 — 1 
Exemptions: 

Brokers, f 47. 4332 — 1 
Collateral security, $ 47. 4341 — 1 
Exemption certificate requirement, $ 4?. 4345 — 1 
Fiduciaries and custodians $ 47. 4342 — 1 
Loans and return thereof, $ 47. 4344 — 1 
Operation of law, $ 47. 4343 — 1 
Revocable trusts, $ 47. 4344 — 1 
Worthless certificates of indebtedness, $ 47. 4344 — 1- 

Imposition of tax, $$ 47. 4331 — 1, 47. 4331 — 2 
Records, fj 47. 4331-4 

O. B. 
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EXCISE TAXES — Continued 
Stamps (Documentary) — Continued 

Bonds, etc. — Continued 
Sales or transfers — Continued 

Registration requirements, ii) 47. 4331 — 5, 47. 4351 — 1 
Warrants, $ 47. 4331 — 3 

Securities exchanges or clearinghouses, $ 47. 4353 — 1 
Certificates of indebtedness (See: Bonds, etc. ) 
Conveyances: 

Affixing of stamps, $ 47. 4361 — 3 
Exemptions: 

Governmental conveyances, $ 47. 4362 — 1 
Security for debt, $ 47. 4362 — 1 

Imposition of tax, $$ 47. 4361 — 1, 47. 4361 — 2 
Realty transferred to trustee of company's pension plan 

f und 
Exemptions: 

Building and loan associations, $ 47. 4382 — 1 
Cooperative associations, $ 47. 4382 — 1 
Corporate reorganizations, f 47. 4382 — 1 
Domestic building and loan associations and mutual ditch 

or irrigation companies, ) 6 of P. L. 87 — 834 
Government obligations, f 47. 4382 — 1 
International Bank for Reconstruction and Development 
Partnership transactions, $ 47. 4383 — 1 
SEC-ordered transactions, $ 47. 4382 — 1 

Foreign insurance policies: 
Affixing stamps, f 47. 4374-1 
Imposition of tax, $ 47. 4371 — 1 
Liability for tax, $ 47. 4384 — 1 
Rate and computation of tax, $ 47. 4371 — 2 
Record requirements, $ 47. 6001 — 2 

General: 
Assessment, limitation period 
Cancellation, $ 47. 6804 — 2 
Definitions, $) 47. 4351 — 1, 47. 4381 — 1 
Denominations, $ 47. 6804-1 
Employer identification number, $ 45. 6109-1 
I iability for tax, $ 47. 4384-1 
Meter machines: 

Authority to establish, $ 47. 6801 — 1 
Requirements for manufacture and lease 
Standards and instructions for use 

Purchase, use and resale, $ 47. 6802-1 
Stocks, etc. : 

Domestic building and loan associations and mutual ditch 
or irrigation companies, f 6 of P. L. 87 — 834 

Original issue: 
Actual value determination, f 47. 4301 — 1 
Affixing of stamps, $fl 47. 4304 — 1, 48. 6804 — 1 
Exemptions: 

Common trust funds, $ 47. 4303 — 1 
Installment purchases, $ 47. 4303 — 1 
Pooled investment funds $ 47. 4303 — 1 

Imposition of tax, )f 47. 4301 — 1, 47. 4301 — 2 
Recapitalization, limitation, $ 47. 4302 — 1 
Regulated investment company $ 47. 4301-1 

Sales or transfers: 
Agreements to sell, memoranda of, $ 47. 4352-1 
Exemptions: 

Brokers, $ 47. 4322 — 1 
Collateral security, f 47. 4341-1 
Exemption certificate requirement, $ 47. 4345 — 1 
Fiduciaries and custodians, f 47. 4342 — 1 
Loans and return thereof $ 47. 4344 — 1 

O. B. 
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EXCISE TAXES — Continued 
Stamps (Documentary) — Continued 

Stocks, etc. — Continued 
Sales or transfers — Continued 

Exemptions — Continued 
Nominees of corporations, If 47. 4322 — 1 
Odd-lot transactions, Ia 47. 4322 — 1 
Operation of law, CI 47. 4343 — 1 
Revocable trusts, $ 47. 4344-1 
Worthless stock, If 47. 434&1 

Imposition of tax, fffI 47. 4321 — 1, 47. 4321 — 2 
Records, CI 47. 6001-1 
Warrants, II 47. 4321 — 3 

Securities exchanges or clearinghouses, 4f 47. 4353 — 1 
Sugar: 

Employer identification number, f If 46. 6109 — 1 . 
Manufactured in the United States, increase in rate 
Repeal of import tax 
Tax rate extended, Cf 46. 4501 
Termination of tax postponed 

Tax (See: ADMINISTRATIVE: Tax) 
Transportation — Persons (See: Facilities and services) 
Use tax, motor vehicles, employer identification number, Ia 41. 6109 — 1 

FIREARMS TAX: 
Dealers: 

Interstate traffic, felons, ffIa 177. 31, 177. 80 
Variations from requirements, II 177. 56 

Employer identification numbers (See: Identifying numbers) 
Forms, SS — 4, employer identification numbers, IIII 179. 52b, 179. 52c 
Identifying numbers, employer, application for and use, IIIf 179. 52a 

through 179. 52c 
License, interstate traffic: 

Felons, fits 177. 20, 177. 25, 177. 31 
Revocation, If 177. 43 

Manufacturers: 
Interstate traffic, felons, IIII 177. 31, 177. 80 
Variations from requirements, 4b 177. 56 

Offers in compromise, procedures 
Regulations: 

26 CFR 177. 10, 177. 88, and intermediate sections; interstate 
traffic in firearms and ammunition; amended to conform to 
Federal Firearms Act, as amended by P. L. 87 — 342, and make 
certain editorial and clarifying changes 

26 CFR 179. 52a through 179. 52c; use of identifying numbers 
Transfers, interstate traffic, felons, ff tf 177. 83, 177. 84, 177. 85 
GIFT TAX: 
Annuities, self-employed retirement plan, Ia 7 of P. L. 87-792 
Assessments (See: ADMINIsTRATIvE: Assessments) 
Charitable, etc. , transfers, contributions to state activity, promotion 

of United Nations 
Claims (See: ADMINIsTRATIvE: Credits and refunds) 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Dominion and control, transfers, income and corpus to donor 
Powers of appointment, time of creation, CI 25. 2514 — 1 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations: 

26 CFR 25. 2514 — 1, powers of appointment, time of creation 
26 CFR 25. 6061 — 1, 25. 6065 — 1, 25. 6091-1, 25. 6165 — 1, 25. 7101-1, 

amended; filing, signing and verifying returns 
Returns (See: ADMINISTRATIvE: Returns) 
Transfers: 

Power of appointment, time of creation, I'f 25. 2514 — 1 
Trust, income and corpus to donor 

Trusts, income and corpus to donor 
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INCOME TAX: 
Account numbers (See: AnMrNrsTE~TrvE: Identifying numbers) 
Accounting methods: 

Bad debts, reserves, contract of guaranty 
Change, I"orm 3115, $ 1. 446 — 1 
Dealers' reserves, installment payments 
Inventories, change in method of valuation, wholesalers, job- 

bers, etc 
Prepaid membership dues, temporary rules, $ 17. 1 — 1 
Prepaid subscription income, $fI 1. 455 — 1 through 1. 455 — 6 
Retirement, railroad property 

Accounting period, changes, general rules for approval, fj 1. 442 — 1 
Acquisitions to avoid tax (See: Transfer to avoid tax) 
Adjusted basis (See: Basis) 
Adjusted gross income, credit, self-employed retirement plan, bond 

purchase plan, $ 7 of P. L. 87 — 792 
Advertising, good will, political elections 
Afhliation: 

Election to file separate returns, enactment of Revenue Act of 
1962 

Investment in certain depreciable property, tax credit, $ 2 of 
P. L. 87-834 

Investment tax credit, temporary rules, $$ 16. 1, 16. 1 — 1 
Aliens (See: Nonresidents; residents) 
Alimony: 

"Fixed" allocation to child support 
Medical and dental payments 
Periodic payments, serviceman's allotment of pay 
Real estate encumbrances: 

Tenants by the entirety 
Tenants in common 

Support payments prior to divorce, community property state 
Allocation of income and deductions: 

Acquisitions, tax avoidance, $ 1. 269 — 4 
Controlled taxpayer, f 1. 482 — 1 
Real property taxes, corporate dissolution 

Allowances: 
Parsonage: 

Designated by national church agency 
Ministers, interest and taxes on personal residence 

Rental, teacher-mimster in parochial school 
Amortization: 

Bond premium: 
Mutual insurance companies, other than life, $ 1. 822 — 7 
No investment purpose 
Special call price 

Life interest in trust purchased by remainderman 
Annuities: 

Employer contributions based on foreign employment, $ 11 of 
P. L. 87-834 

Taxability, investment in contract: 
Evaluation, rate tables 
Property exchanged for annuity contract 

Armed Forces: 
Allotments, support payments to wife 
Pay, cadet, Coast Guard Academy 
Retirement pay, refunded to receive retroactive disability 

compensation 
Uniforms, textbooks, supplies, Coast Guard Academy cadet 

Assessments of tax (See: AnMrNrsTEATrvE: Assessments) 
Awards, prizes, etc. : 

Escrow account, installmpnt payments 
Japanese-American Evacuation Claims Act, f 27 of P. I. . 87 — 834 
Rockefeller Public Service Awards 

Bad debts: 
Cooperative banks, reserves 
Cuban confiscation of property 

674924' — 68 — 88 

Cl. B. Pape 
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INCOME TAX — Continued 
Bad debts — Continued 

Foreclosure on property securing loans, mutual savings banks, 
f 6 of P. L. 87 — 834 

Reserves: 
Contract of guaranty 
Mutual savings banks, ete. , $ 6 of P. L. 87 — 834 
Transfer to controlled corporation 

Bankruptcy and receiverships, penalties 
Banks: 

Bad debt reserves, cooperatives 
Domestic building and loan associations, definition, ) 6 of P. L. 

87-834 
Holding companies: 

Distributions: 
Allocation of earnings and profits, f 1. 1102 — 3 
Basis to shareholders, g 1. 1102-1 
Certification by Board, Ij 1. 1101 — 2 
General, $ 1. 1101 — 1 
Information required with shareholder returns, 

$ 1. 1101-4 
Plan to avoid tax, 4I 1. 1101 — 3 

Notification of certification, $ 1. 1102 — 2 
Mutual savings, ete. , interest and dividend payments 
National, trust powers, Comptroller of the Currency 
Reserves for bad debts: 

Computation, f 6 of P. L. 87-834 
Pre-1953 reserves, $ 6 of P. L. 87-834 
Reduction, $ 6 of P. L. 87 — 834 

Basis: 
Adjustments: 

Certificates of indebtedness, life insurance companies, 
f 1. 1016-5 

Stock of controlled corporation, $ 12 of P. L. 87 — 834 
Allotted Indian lands 
Antitrust stock 
New section 38 property, $ 2 of P. L. 87 — 834 
Property: 

Bank holding companies, distributions, fl 1. 1102 — 1 
Domestic corporate distributee of foreign corporation, $ 5 

of P. L. 87 — 834 
Section 1245 property, 4I 13 of P. L. 87 — 834 
Stock, short sales, borrowed securities 

Beneficiaries, simple trust, undistributed current income 
Benefits under plans: 

Employer's payments to wife of deceased employee 
Pension, past services with former employer 

Bonds: 
Discounts, accrual, mutual insurance companies, other than 

life, $ 1. 822 — 7 
Premiums, amortization: 

Mutual insurance companies other than life, $ 1. 822 — 7 
No investment purpose 
Special call price 

Business expenses, deductible (See: Deductions) 
Campaign expenses, promotion of participation in political elec- 

tions 
Capital assets: 

Definition, goodwill, professional practice 
Holding period, split, conversion of debenture to stock 

Capital expenditures: 
Intangible drilling and development costs, option to expense 
Medical purposes, $ 1. 213 — 1 

O. B. 
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INCOME TAX — Continued 
Capital gains and losses: 

Alternative tax: 
Life insurance companies 
Life insurance companies, I 1. 1201 — 1 
Mutual insurance companies 

Business property, motion picture and television films 
Carryovers, claim of right, income restored 
Corporations, mutual insurance companies, other than life, 

$ 1. 822-5 
Individuals: 

Employees' trust, total distribution deferred 
Goodwill, sale of professional practice 
Sale or exchange of stock in foreign investment company, 

$ 14 of P. L. 87 — 834 
Section 1245 property (See: Sales or exchanges) 
Short sales, substantially identical stock 
Timber and coal, timber, long-term lease 

Carrybacks and carryovers (See also: Net operating loss) 
Acquiring corporations, earnings and profits, $ 1. 381(c) (2) — 1 
Certified losses of import-injured trade or business 
Charitable contributions of corporations, $ 1. 170 — 3 
Corporate acquisitions, effective date of part V, subchapter C, 

$ 1. 394-1 
Net operating loss: 

Conversion to operations loss deduction, life insurance 
company 

Regulated transportation corporations 
Net operating loss and capital loss, claim of right, income re- 

stored 
Net operating loss carryover: 

Change in ownership, $ 1. 382(b) — 1 
Definition of stock, g 1. 382(c) — 1 
Purchase of corporation and change in trade or business, 

$ 1. 382(a) — 1 
New life insurance companies, 8-year loss carryover 
Unused conversion loss, public utilities, transportation facil- 

ities, $ 24 of P. L. 87 — 834 
Unused tax credit, investment in certain depreciable property, 

$ 2 of P. L. 87 — 834 
Charitable contributions (See: Contributions (deductibility) ) 
Citizens, earned income from without United States, limitation on 

exclusion, $ 11 of P. L. 87 — 834 
Claims (See: ADMINIsTRATIvE: Credits and refunds) 
Clergymen (See: Ministers) 
Collapsible corporations, "substantial part" of net income 
Community property and income: 

Earned income from sources without United States, limitation 
on exclusion, $ 11 of P. L. 87 — 834 

Small business corporation, stock, shareholders' consents to 
election, $ 1. 1372 — 3, $ 23 of P. L. 87 — 834 

Support payments prior to divorce 
Compensation paid, Treasury stock for services rendered 
Compensation received: 

Miscellaneous, fringe benefits, bona fide resident of foreign 
country, $ 11 of P. L. 87 — 834 

Property other than cash, compensatory bargain purchases 
Salaries, fees, etc. : 

Compensatory bargain purchases 
Nonresident aliens, foreign students or exchange visitors, 

withholding, $ 1. 1441 — 4 
Swiss convention, industry study in United States for 

Swiss employer 
Sickness or injuries, retroactive disability compensation, Army 

retirement pay refunded 

O. B. Page 
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INCOME TAX — Continued 
Consolidated returns: 

Election to file separate returns, enactment of Revenue Act 
of 1962 

Includible information defined, $ 1. 1504 — 1 
Investment tax credit, temporary rules, $$ 16, 1, 16. 1-1 

Constructive ownership of stock (See: Stock: Constructive owner- 
ship) 

Contracts: 
Damages for breach, $ 1. 1305-1 
Renegotiation Act of 1951 extended 
Renegotiation, subcontractors, $ 1. 1341 — 1 

Contributions (deductibility): 
Corporations, carryover, $ 1. 170 — 3 
Individuals: 

Church missionary fund, donor's son serving as missionary 
Election to spread back long term income, $ 22 of P. L. 

87-834 
Foundations for certain state colleges and universities 
Medical research organizations, additional deduction, 

) 1. 170 — 2 
Organizations for judicial reform, $ 29 of P. L. 87 — 834 
Property subject to indebtedness, reduction for certain 

interest, $ 1. 170 — 1 
Section 1245 property, $ 13 of P. L. 87-834 
State activity, promotion of the United Nations 
Stock certificate, delivery by mail, $ 1. 170 — 1 

Trusts, self-employed retirement plan limitation, f 3 of P. L. 
87-792 

Unlimited, income tax taken into account, $ 1. 170 — 2 
Cooperatives: 

Dividends paid, information return, statement to payees, $ 19 
of P. L. 87 — 834 

Housing: 
Taxes, leased improved real property 
Taxes and interest, apartment building erected on leased 

land 
Investment tax credit, $ 2 of P. L. 87 — 834 
Patronage dividends, written notice of allocation 
Special tax treatment, $ 17 of P. L. 87 — 834 
Tenant-stockholder, depreciation deduction, $ 28 of P. L. 87 — 834 

Corporations: 
Foreign (See: Foreign corporations) 
General: 

Carryovers, corporate acquisitions, earnings and profits, 
) 1. 381(c) (2) — 1 

Investment in certain depreciable property, tax credit, 
$ 2 of P. L. 87 — 834 

Normal tax rate extended $ 1. 11 — 1 
Tax Rate Extension Act of 1962 
Terminal railroad, corporations, taxable income 

Small business (See: Small business corporations) 
Court Decisions (See: CovRT DEcrsroNs) 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Credits against net income, disallowance, acquisitions made to evade 

or avoid tax, $$ 1. 269-1 through 1. 269 — 6 
Credits against tax (See also: Investment credit) 

Allowance, section 38 property, $ 2 of P. L. 87 — 834 
Retirement income, limitation on earnings 

Damages: 
Antitrust law injuries, f 1. 1306 — 1 
Breach of contract or fiduciary rels, tionship, f 1. 1305 — 1 

Decedents, nonresident alien, domiciliary administration of estate 
in for ign countrv e'g 
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INCOME TAX — Continued 
Deductions: 

Business expenses: 
Bad debt reserves, contract of guaranty 
Educational, veterans 
Employees, charged to employer 
Farmers' land clearing expenses, $ 21 of P. L. 87 — 834 
Gifts, limitations, I1 4 of P. L. 87 — 834 
Government per diem allowances, outside United States 
Insignia, shoulder boards, etc. , cadet of Coast Guard 

Academy 
Intangible drilling and development costs, capitalization 

or expense 
"Kickback" payments 
Legal, Sherman Anti-Trust Act violation 
Lobbying expenses, $ 3 of P. L. 87-834 
Maryland ground rent, $ 1. 163-1 
Mutual insurance companies other than life, $ 1. 822 — 5 
Office in personal residence 
"Payola" payments to disc jockeys 
Promotion of participation in political elections 
Rental cost of television films 
Short sales, borrowed stock 
Travel expenses, business and personal, $ 4 of P. L. 87-834 
Treasury stock for services rendered 

Contributions (See: Contributions (deductibility)) 
Employees: 

Oifice in personal residence 
Trade or business expenses, outside salesman 
Traveling expenses, charged to employer 

General: 
Allocation, related taxpayers, g 1. 482 — 1 
Claim of right, Army retirement pay refunded 
Disallowance, acquisitions to avoid tax, fj fI 1. 269-1 

through 1. 269-6 
Medical expenses (See: Medical expenses) 
Nonbusiness expenses: 

Entertainment activities and facilities, $ 4 of P. L. 87 — 834 
Investment expenses, mutual insurance companies, other 

than life, $ 1. 822 — 5 
Legal, paid to wife's attorney for tax advice 
Legal fees, nonresident alien contesting foreign tax 
Premium, lost securities bond 
Short sales, borrowed stock 

Personal expenses (See: Personal expenses) 
Taxes (See: Taxes) 
When taken: 

Closed taxable years, related corporations, f 1. 1312-6 
Losses, railroad property, retirement method of account- 

ing 
Mutual savings banks, etc. , interest and dividend pay- 

ments 
Prepaid membership dues income included more than 

once, temporary rules, $ 17. 1 — 1 
Rental cost of television films 
Taxes, real and personal property, Oklahoma 

Deferred compensation, attributable to period of foreign employ- 
ment, $ 11 of P. L. 87 — 834 

Deficiencies (See: AnMrNrsTRxTrvE: Deficiencies) 
Dependents (See also: Exemptions) 

Missionary son 
Depletion: 

Mutual insurance companies other than life, fj 1. 822 — 5 
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INCOME TAX — Continued 
Depletion — Continued 

Percentage: 
Clay and quartzite used in refractory products, election, 

$ $ 1. 9005 — 1 through 1. 9005 — 5 
Computation, efFect of section 1245 gains, $13 of P. L. 

87-834 
Ordinary treatment, processes, limestone and broken or 

crushed stone 
Depreciation: 

Adjustment in year of disposition 
Change in method, section 1245 property, $ 13 of P. L. 87 — 834 
Cooperative apartments, tenant-stockholders, $ 28 of P. L. 

87-834 
Guidelines and rules 
Lessor's allowance, property maintained by lessee 
Mutual insurance companies, other than life, f 1. 822 — 5 
Office in personal residence 
Railroad property, retirement method of accounting 
Textile machinery, average useful lives 

O. B. 

3 
2 
1 
2 
2 
1 
1 

Page 

335 

88 

29 
111 

111 
418 
31 

154 
52 

315 
415, 

420) 428 
Development expenses (See: Research expenses) 
Distributions; 

Bank holding companies: 
Allocation of earnings and profits, $ 1. 1102 — 3 
Basis to shareholders, $ 1. 1102 — 1 
General rules, f) 1. 1101 — 1 through 1. 1101 — 4 

Current income of trust, withheld pending litigation 
Divested stock 
Dividends, efi'ective date 
Employees' trust, lump-sum payment in year following separa- 

tion 
Foreign controlled corporations, $ 12 of P. L. 87 — 834 
Life insurance companies, stock of subsidiaries 
Property in kind, foreign corporations, $ 5 of P. L. 87 — 834 
Spin-off& successive, two active businesses 

Dividends: 
Definition, distribution date 
Paid: 

Adjustment, disposition of antitrust stock 
Information return, statement to payees, $ 19 of P. L. 

87-834 
Mutual insurance companies, other than life, f 1. 823 — 5 
Mutual savings banks, etc. , when deductible 
Real estate investment trust, f$ 1. 858 — 1, 1. 561 — 1 
Havings institutions, f 6 of P. L. 87 — 834 

Patronage: 
Information return, statement to payees, $ 19 of P. L. 

87-834 
Special tax treatment, f 17 of P. L. 87-834 
Written notice of allocation 

Received: 
Credits, shareholder of real estate investment trust, 

$ 1. 857-4 
Domestic corporation from foreign corporation, $ 5 of P. L. 

87-834 
Grossing-up in computing foreign tax credit, $ 9 of P. L. 

87 — 834 
Investment trust, divested stock 
Record owner of stock not actual owner, Form 1087 

Divorce (See: Alimony) 
Earnings and profits: 

Adjustment, disposition of antitrust stock 
Allocation, bank holding company distributions, $ 1. 1102 — 3 
Carryovers, acquiring corporations, $ 1. 381(c) (2) — 1 
Dividend distribution date, taxable status and effect 

2 
3 
3 
3 
2 

3 
2 
3 
1 
3 

3 
2 
2 

1 
1 
1 
2 

139 
139 
139 
151 
370 

94 

130 
111 
206 
111 
95 

94 

370 

111 
154 
217 

92 
111 

111 
111 
537 

92 

111 
179 
298 

370 
139 
52 
94 



INCOME TAX — Continued 
Earnings and profits — Continued 

Foreign controlled corporations: 
hixclusion of previously taxed earnings, ) 12 of P. L. 87 — 834 
Investment in United States property, $ 12 of P. L. 87 — 834 

Income restored under claim of right, f 1. 1341 — 1 
Real estate investment trusts, $ 1. 857 — 5 

Elections (See: AnMrrrrsYRxvrvsu Elections) 
Employees' trusts (Sec: Trusts: Employees' ) 
Employer identification numbers (See: AnvrwrsYR~rrvE: Identify- 

ing numbers) 
Estates and trusts (See: Trusts: Estates and trusts) 
Estimated tax (See: AnMrrrrsrrrxrrvE: Estimated Tax) 
Exchanges of property: 

Real estate investment trust stock, losses, f 1. 857 — 4 
Section 1245 property, $ 13 of P. L. 87 — 834 
Stock for release of marital rights 
Stock for stock and boot 
Transfer to controlled corporation, bad debt reserve 

Exempt income: 
Awards, Japanese-American Evacuation Claims Act, $ 27 of 

P. L. 87-834 
Awards under War Claims Act of 1948, as amended 
Indians, sale of livestock, allotted lands 

Exempt organizations: 
Applications for exemption 
Civic league, community television reception service 
Distributions to State or municipal instrumentalities 
Labor union: 

Benefit payments to members, effect on status 
Unrelated business income, accounting and tax services 

Legislative activities, political education organization 
Notice of revocation, delegation of authority 
Prohibited transactions, employees' trust funds deposited in 

savings account 
State activity, promotion of the United Nations 

Exemptions: 
Dependents: 

Medical expenses: 
Gross income $600 or more, $ 1. 213 — 1 
Multiple support agreement, $ 1. 213 — 1 
Parents 65 or over, rl 1. 213 — 1 

Missionary son 
Personal, nonresident aliens, foreign students or exchange 

visitors, $ 1. 1441 — 3 
Expenses (Nontrade or nonbusiness) (Sce: Deductions: Non- 

business expenses) 
Experimental expenses (See: Research expenses) 
Extension of time (See: AnMrrrrsvRxrrvE: Extension of time) 
Farmers and farming, land clearing expenses, $ 21 of P. L. 87 — 834 
Fellowships (See: Scholarships) 
Fiduciaries, breach of duty or relationship, damages, $ 1. 1305-1 
Foreign corporations: 

Controlled: 
Adjustment to basis of stock, $ 12 of P. L. 87 — 834 
Definitions: 

Export trade corporation, $ 12 of P. L. 87 — 834 
Less developed countries, fj 12 of P. L. 87 — 834 
Stock ownership rules, $ 12 of P. L. 87 — 834 
United States person, $ 12 of P. L. 87 — 834 

Earnings invested in United States property, f 12 of P. L. 
87-834 

Election to be taxed at corporate rates, shareholders, $ 12 
of P. L. 87 — 834 

Exclusion of previously taxed income, $ 12 of P. L. 87 — 834 
Export trade corporations, $ 12 of P. L. 87 — 834 

O. B. 

3 
3 
2 
1 

1 
2 
1 
2 

2 
1 

2 
2 
2 
2 

3 
3 
3 
3 

Page 

111 
111 
196 
92 

92 
111 
15 

317 
139 

111 
205 

7 

512 
142 

86 

87 
146 
85 

397 

143 
83 

84 
84 
84 
10 

160 

188 

111 
111 
111 
111 

111 
111 
111 



564 

Page O. B INCOME TAX — Continued 
Foreign corporations — Continued 

Controlled — Continued 
Foreign base company income, $ 12 of P. L. 87 — 834 
Gain from sale or exchange of stock, $ 15 of P. L. 87 — 834 
Income from insurance of United States risks, $ 12 of P. L. 

87 — 834 
Information return by United States person, $$ 1. 6038 — 1, 

1. 6038 — 2 
Patents, sale or exchange by United States persons, $ 16 

of P. L. 87 — 834 
Personal holding companies, $ 12 of P. L. 87 — 834 
Qualified investment in less developed countries, $ 12 of 

P. L. 87-834 
Stock ownership rules, $ 12 of P. L. 87 — 834 
Subpart F income, $ 12 of P. L. 87 — 834 
United States shareholder, f 12 of P. L. 87 — 834 

Exchanges and distributions, request for ruling, $ 1. 367-1 
Information returns: 

Acquisition of stock, $ 20 of P. L. 87 — 834 
Controlled by United States person, $ 20 of P. L. 87 — 834 
Failure to file or furnish required information, $ 301. 6679 — 1 
Officers, directors, and shareholders, $ 1. 6046 — 1, ) 20 of 

P. L. 87-834 2 
Organization or reorganization, $ 1. 6046 — 2 

Investment companies: 
Election to distribute income currently, $ 14 of P. L. 87- 

834 
Gain on sale of stock, $ 14 of P. L. 87 — 834 

United Kingdom convention, sales offices in United States 
Foreign governments and employees, international organizations or 

nondiplomatic employees, certificate of compliance, f 1. 6851 — 2 
Foreign personal holding companies, divested stock 
Foreign tax credit: 

Carrybacks and carryovers, transitional rules, $ 10 of P. L. 
87-834 

Gross-up of dividends, ) 9 of P. L. 87 — 834 
Limitation ratio 
Separate computation for interest income, $ 10 of P. L. 87 — 834 
Shareholders of electing foreign investment, company, $ 14 of 

P. L. 87-834 
Tax paid by foreign controlled corporation, special rule, $ 12 

of P. L. 87 — 834 
Gain or loss: 

Basis (See: Basis) 
General: 

Motion picture and television films 
Sale or exchange of stock of foreign investment company, 

$ 14 of P. L. 87 — 834 
Recognition: 

Bank holding company distributions, $ $ 1. 1101 — 1, 1. 1101 — 2, 
1. 1101-3 

Exchanges: 
Stock for release of marital rights 
United States obligations 

Foreclosure on property securing loans, $ 6 of P. L. 87 — 834 
Involuntary conversions, orchard, uncultivated land and 

trees as replacement 
Patents sold to controlled foreign corporation, $ 16 of P. L. 

87-834 
Section 1245 property, f 13 of P. L. 87 — 834 
Stock exchanged for stock and boot 
Transfer of installment obligations, life insurance com- 

United States obligations exchanged 

3 
3 

288 

111 
111 
111 
111 
188 

3 
3 
3 
3 
2 

111 
111 
299 

3 299, 111 
2 299 

3 
3 
1 

111 
111 
367 

347 
370 

111 
111 
128 
111 

3 
3 
1 
3 

182 

139 

2 
2 
3 

15 
177 
111 

175 

111 
111 
317 

3 
3 
1 

1 70 
1 134-137 
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INCOME TAX — Continued 
Gifts: 

Business expenses, limitation on deduction, $ 4 of P. L. 87 — 834 
Employer's payments to widow of deceased employee 
Section 1245 property, $ 13 of P. L. 8? — 834 

Gross income: 
Exclusions: 

Death benefits, self-employed individuals, f 7 of P. L. 
87-792 

Evacuation claims, Japanese-Americans, f 27 of P. L. 
87-834 

Indians, sale of livestock, allotted lands 
Rental allowance, teacher-minister in parochial school 

Inclusions: 
Dividends from a real estate investment trust, $ 1. 857 — 4 
Pension, Canadian Government, resident alien 

To whom, dividends received, by other than record owner of 
stock 

When included: 
Awards, escrow account, installment payments 
Bad debt reserve, transfer to controlled corporation 
Damages, breach of contract or trust, $ 1. 1305 — 1 
Gain from exchange of property for annuity contract 
Interest on overpayments, accrual basis taxpayer 
Prepaid membership dues, elections, temporary rules, 

f 17. 1 — 1 
Prepaid subscription income, $$ 1. 455 — 1 through 1. 455 — 6 

Holding period: 
Split, conversion of debenture to stock 
Substantially identical stock, short sales 

Husband and wife, investment in certain depreciable property, tax 
credit, $ 2 of P. L. 87 — 834 

Identifying numbers (See: AnMrxrsTR+Trvz: Identifying numbers) 
Improper accumulation of surplus, adjustment to taxable income, 

antitrust stock 
Income, source, without United States, bona fide resident, limitation 

on exclusion, fI 11 of P. L. 87 — 834 
Indians: 

Allotted lands, basis 
Cherokee Tribe of Oklahoma, per capita payments, judgment 

funds 
Crow Creek Sioux Tribe, compensation for acquisition of land 
Income from sale of livestock, allotted lands 
Lower Brule Sioux Tribe, compensation for acquisition of land 
Ponca Tribe of native Americans of Nebraska, distribution of 

tribal assets 
Installment obligations, transfer to life insurance company, recogni- 

tion of gain, fit 1. 453 — 9, 1. 453 — 10 
Insurance, premiums: 

Health and accident plan, retired employees 
Life insurance companies, benefits for own employees, fj 1. 809 — 4 
Real estate, alimony, tenants by the entirety 

Insurance companies: 
Foreign, percentage for computing income tax, 1961 
Life: 

Capital gains, alternative tax 
Capital gains, alternative tax, $ 1. 1201 — 1 
Certificates of indebtedness, adjustments to basis, 

$ 1. 1016-5 
Conversion of net operating loss carryover to operations 

loss deduction 
Deductions, priority, gain or loss from operations 
Distribution of stock of subsidiaries 
New companies 8-year operations loss carryover 
Premiums attributable to benefits for own employees, )$1. 809 — 4, 1. 809 — 5 

3 
1 
2 

1 
2 

2 
2 

3 
3 
1 
3 

2 
2 
1 

1 
3 
3 
3 

Page 

111 
37 

111 

89 

111 
7 

39 

92 
20 

298 

68 
139 
188 

12 
139 

408 
72 

181 
196 

370 

131 

86 
78 

7 
71 

65 

70 

38 
154 
15 

406 

206 
154 

154 

90 
206 
206 
206 

154 



0. B. Pay e 

154 

89 

70 

88 
206 

92 
111 

154 
154 
154 
154 
154 
154 
111 
111 
154 
58 

154, 111 
154 
111 
111 

154 

111 
111 

22 

91 
154 
217 

41 
17 

111 
111 

80 
79 

111 
397 
111 
111 
111 
111 
111 
111 
397 

111 
111 
111 

INCOME TAX — Continued 
Insurance companies — Continued 

Life — Continued 
Reserves, variable annuities, $ 1. 801 — 7 2 
Self-employed retirement plans, pension plan reserve, $ 7 

of P. I. 87 — 792 3 
Transfer of installment obligations, recognition of gain, 

$ fj 1. 453 — 9, 1. 453-10 1 
Underwriting income, individual accident and health in- 

surance contracts 3 
Variable annuities and other segregated assets accounts 3 

Mutual, other than life: 
Alternative tax 1 
Alternative tax, small companies, $ 8 of P. L. 87 — 834 3 
Amortization of premium and accrual of discount, 

) 1. 822 — 7 2 
Deductions from gross investment income, $ 1. 822 — 5 2 
Dividends to policyholders, $ 1. 823 — 5 2 
General rules, years after 1954, ) 1. 821 — 3 2 
Gross investment income, defined, $ 1. 822 — 5 2 
Net premiums, $ 1. 823 — 4 2 
Protection against loss account, $ 8 of P. L. 87 — 834 3 
Reciprocal under''iters, $ 8 of P. L. 87 — 834 3 
Tax formula, years after 1954, $ 1. 821 — 3 2 
Tax Rate Extension Act of 1962 2 
Taxable income, defined, $ 1. 822 — 5, $ 8 of P. L. 87 — 834 2, 3 
Taxable years affected, $$ 1. 821 — 2, 1. 822 — 4, 1. 823 — 3 2 
Underwriting income or loss, $ 8 of P. L. 87 — 834 3 
Unused loss deduction, $ 8 of P. L. 87 — 834 3 

Interest: 
Exempt, mutual insurance companies other than life, $ 1. 822-5 2 
On overpayments (See: AnMmrsvR&vrvE: Interest) 
Paid: 

Charitable contribution subject to indebtedness, $ 1. 170 — 1 2 
Cooperative housing tenant-stockholder, $ 28 of P. L. 

87- 834 3 
Information return, $ 19 of P. L. 87 — 834 3 
Maryland ground rent, $ 1. 163 — 1 1 
Mortgage, cooperative housing, apartment building erected 

on leased land 2 
Mutual insurance companies other than life, f 1. 822 — 5 2 
Mutual savings banks, etc. , when deductible 3 
Personal residence of minister 2 
Real property, alimony, tenants in common 1 
Savings institutions, f 6 of P. L. 87 — 834 3 

Received, limitation on foreign tax credit, $ 10 of P. L. 87 — 834 3 
Inventories (LIFO): 

Change in method of valuation, wholesalers, jobbers, etc 1 
Price indexes, January 1962 1 

Investment credit (See also: Credits against tax) 
Affiliated groups, $ 2 of P. L. 87 — 834 
Afhliated groups, temporary rules, $ ) 16. 1, 16. 1 — 1 
Allowance, section 38 property, $ 2 of P. L. 87 — 834 
Amount and limitation, $ 2 of P. L. 87 — 834 
Basis, certain replacement property, $ 2 of P. L. 87 — 834 
Cooperatives, $ 2 of P. L. 87 — 834 
Disposition of section 38 property $ 2 of P. L. 87 — 834 
Husband and wife, $ 2 of P. L. 87 — 834 
Leased property, temporary rules, $$ 16. 2, 16. 2 — 1 
Public utility property, qualified investment, )2 of P. L. 

87 — 834 3 
Qualified investment defined, $ 2 of P. L. 87 — 834 3 
Real estate investment trusts, f 2 of P. L. 87 — 834 3 
Unused credit: 

Carrybacks and carryovers, g 2 of P. L. 87 — 834 3 
Effect on net operating loss carryback, $ 2 of P. L. 87 — 834 3 



567 

INCOME TAK — Continued 
Involuntary conversions: 

Orchard, uncultivated land and trees as replacement 
Section 1245 property, $ 13 of P. L. 87 — 834 

Leases: 
New section 38 property, election to treat lessee as purchaser, 

temporary rules, $$ 16. 2, 16. 2-1 
Timber, long-term 

Legal expenses, Sherman Anti-Trust Act violation 
Liens (See: ADMINISTRATIVE: Liens) 
Life tenant and remainderman, life interest in trust, amortization 
Limitation period (See: ADMINIsTR&ITIVE: Limitation period) 
Liquidations, carryovers, acquiring corporations, earnings and 

profits, jj 1. 381(c) (2) — 1 
Loans, foreclosure on property, mutual savings banks, $ 6 of P. L. 

87-834 
Losses: 

Casualty or theft, disaster, year of deduction 
Corporations, Cuban confiscation of property 
Individuals: 

Army retirement pay refunded 
Cuban confiscation of property 

Net operating loss (See: Net operating loss) 
Stock, small business corporation, license to operate suspended 
War, awards under War Claims Act of 1948, as amended 

Medical expenses: 
Capital expenditures related to medical care, jj 1. 213 — 1 
Dependents: 

Gross income $600 or more, $ 1. 213 — 1 
Multiple support agreement, f 1. 213 — 1 
Parents 65 or over f 1. 213 — 1 

Maximum deductions 
Rental payments 
Therapeutic treatment, clarinet 
W Ig 

Mines and mining, percentage depletion: 
Clay snd quartzite used in refractory products, election, 

Ii) 1. 9005-1 through 1. 9005-5 
Ordinary treatment processes, limestone and broken or crushed 

stone 
Ministers: 

Missionaries, reimbursed expenses, church missionary fund 
Personal residence, interest and taxes 
Rental allowance: 

Designated by national church agency 
Teacher in parochial school 

Mitigation of efiect of limitation, related corporations, deductions 
and credits, fl 1. 1312 — 6 

Natural resources, timber, long-term lease 
Net operating loss (See also: Carrybacks and carryovers) 

Carryback: 
Certified losses of import-injured trade or business 
Efi'ect on investment tax credit carryback, jl 2 of P. L. 87— 

834 
Carrybacks and carryovers: 

Claim of right, income restored 
Unused conversion loss, public utilities, transportation 

facilities, f 24 of P. L. 87 — 834 
Carryover: 

Acquisitions to avoid tax, $ 1. 269 — 6 
Conversion to operations loss deduction, life insurance 

company 
Regulated transportation corporations 

Deduction, contributions to self-employed retirement plan, f 7 
of P. L. 87-792 

O. B. Page 

175 
111 

73 

52 

374 
66 

11 
66 

158 
205 

84 

2 
2 
2 
3 
1 
2 
2 

84 
84 
84 

210 
38 
89 
88 

335 

10 
41 

2 
2 

38 
39 

'2 196 
1 153&155 

107 

210 

43 

90 
69 

89 

2 397 
1 153, 155 
2 50 



INCOME TAX — Continued 
Net operating loss — Continued 

Limitations on carryover: 
Change in ownership, $ 1. 382(b) — 1 
Definition of stock, ) 1. 382(c) — 1 
Purchase of corporation and change in trade or business, 

f 1. 382(a) — 1 
Small business corporation, deduction for deceased shareholder, 

f 30 of P. L. 87 — 834 
Nonbusiness expenses (See: Deductions) 
Nonresidents: 

Aliens: 
Employees, international organizations or nondiplomatic, 

certificate of compliance, $ 1. 6851 — 2 
Legal fees to contest foreign tax 

Estate of deceased alien, domiciliary administration in foreign 
country 

Foreign students or exchange visitors, withholding, $$ 1. 1441 
through 1. 1441 — 4 

Swiss convention, industry study in United States for Swiss 
employer 

Oil and gas properties, intangible drilling and development costs, 
capitalization or expense 

Options: 
Employee stock: 

Fair market value 
Restricted: 

Nontransferable 
Purchases on open market or by employee's legal 

representative 
Intangible drilling and development costs, capitalization or 

expense 
Restricted stock option, constructive ownership, stock held in 

t rust 
Overpaymcnts (See: ADMINIsTRATIvE: Credits and refunds) 
Partnerships: 

Death of partner, continuation of two-man partnership year, 
election, f 26 of P. L. 87 — 834 

Distributions, section 1245 property, $ 13 of P. L. 87 — 834 
General, damages, breach of contract or trust, $ 1. 1305 — 1 

Patents, sale or exchange to controlled foreign corporation, $ 16 of 
P. L. 7 — 83 . 87 — 83 7 — 834 

Penalties (See: ADMINIsTRxTIVE: Penalties) 
Pension trusts (See: Trusts: Employees' ) 
Pensions: 

Canadian Government, resident alien 
Employer contributions based on foreign employment, $ 11 of 

P. L. 87-834 
Period of limitation (See: ADMINIsTR+TIVE: Limitation period) 
Personal expenses, rental payments incident to medical treatment 
Personal holding companies: 

Constructive ownership of stock held in trust 
Consumer finance company 
Controlled foreign corporations $ 12 of P. L. 87 — 834 
Divested tock s o 

Property: 
Section 38 (See: Investment credit) 
Section 1245 (See: Sales or exchanges) 

Public utilities: 
Qualified investment, credits against tax, $ 2 of P. L. 87 — 834 
Rates repayment pursuant to litigation $ 1. 1341 — 1 
Regulated transportation corporations, net operating loss carry- 

over 
Transportation facilities, unused conversion loss, $ 24 of P. L. 

87-834 

C. B. Page 

2 98 
2 98 

2 98 

3 111 

2 347 
1 35 

2 148 

1 160 

2 389 

3 210 

1 65 

2 155 

2 133 

3 210 

2 132 

3 111 
3 111 
3 188 

3 111 

2 20 

3 111 

1 38 

2 132 
3 85 
3 111 
1 370 

3 111 
2 196 

3 69 

3 111 



INCOME TAX — Continued 
Railroads: 

Retirement method of accounting, year of loss deduction 
Terminal railroad corporations, taxable income 

Real estate: 
Maryland ground rent treatment f 1. 163 — 1 
Mutual insurance companies other than life, owned and occu- 

pied, $ 1. 822 — 6 
Taxes, allocation, corporate dissolution 

Real estate investment trust: 
Definitions, $f 1. 856 — 1, 1. 856 — 3 
Dividends paid, after end of taxable year, $ 1. 858 — 1 
Earnings and profits, $ 1. 857 — 5 
Elections, $ 1. 858 — 1 
Investment tax credit $ 2 of P. L. 87 — 834 
Limitations, ) 1. 856 — 1 
Record requirements $ 1. 857 — 6 
Rent from real property defined, $ 1. 856 — 4 
Shareholders: 

Information required in returns, $ 1. 857 — 7 
Taxation, $ 1. 857 — 4 

Taxation $f 1. 857 — 1 1. 857 — 2 
Records (See: ADMINIsTRATIvE: Records) 
Recoveries, awards under War Claims Act of 1948, as amended 
Refunds (See: ADMINIsTRATIvE. 'Credits and refunds) 
Regulated investment companies: 

Investment tax credit, $ 2 of P. L. 87 — 834 
Investment trust as qualifying shareholder 

Regulations: 
26 CF R 1. 11, 1. 11 — 1; 1. 801 — 7, 1. 891, and intermediate sections; 

1. 1016, 1. 1016 — 4, 1. 1016 — 5~) 1. 1201, 1. 1201 — 1, amended; cor- 
porate normal tax rate extended; life insurance companies, 
mutual insurance companies other than life; variable annui- 
ties, treatment of a life insurance company's own employee 
benefit plans, rules for adjustments to basis 

26 CFR 1. 163 — 1; treatment of Maryland ground rent 
26 CFR 1. 170 through 1. 170 — 3, 1. 673(b) — 1, 1. 681(a) — 2, 

1. 681(b) — 1, 1. 681(c) — 1, 1. 702 — 1, amended; deduction for 
charitable contributions 

26 CFR 1. 213, 1. 213 — 1, amended; medical expenses of depend- 
ent with gross income of $600 or more, dependent under 
multiple support agreement, dependent parent 65 or over, 
capital expenditures related to medical care 

26 CFR 1. 269 — 1 through 1. 269 — 6, 1. 482 — 1; acquisitions made 
to evade or avoid income tax, and allocation of income and 
deductions among taxpayers 

26 CFR 1. 318, 1. 318 — 1, 1. 6038, 1. 6038 — 1 amended; 1. 6038 — 2 
added; foreign entities, control by United States person, 
information return 

26 CFR 1. 367 — 1, 1. 368 — 3, 1. 1305 — 1 through 1. 1307 — 1, amended; 
spreadback of damages for breach of contract and for in- 
juries under the antitrust laws, certifying and verifying cer- 
tain statements in the case of foreign corporations and cor- 
porate reorganizations 

26 CFR 1. 381(c)(2), 1. 381(c)(2) — 1, carryover of earnings and 
profits in certain corporate acquisitions 

26 CFR 1. 382(a), 1. 382(a) — 1, 1. 382(b) — 1, 1. 382(c) — 1, 1. 394, 
1, 394 — 1, limitations on net operating loss carryovers and 
effective date of part V, subchapter C, chapter 1 

26 CFR 1. 404(a) — 2, amended; use of Form 2950 to substan- 
tiate deductions for contributions to deferred compensation 
P lans 

26 CF R 1. 442-1, amended; change of annual accounting 
period 

26 CFR 1. 446 — 1, amended; change in accounting method, Form 
3 115 

fl. B. 

1 
3 

2 
1 

1 
1 
1 
1 
3 
1 
1 
1 
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2 
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1 
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22 
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92 
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92 
92 
92 

92 
92 
92 

205 
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179 
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22 

84 

92 

288 

188 

63 

137 

67 
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INCOME TAX — Continued 
Regulations — Continued 

26 CFR 1. 453, 1. 453 — 9, 1. 453 — 10, recognition of gain on transfer 
of installment obligations to life insurance companies 

26 CFR 1. 455 through 1. 455 — 6; prepaid subscription income 
26 CFR 1. 856 through 1. 858 — 1; 1. 11, 1. 1504 — 1, and intermediate 

sections, amended; tax treatment of real estate investment 
trusts and their shareholders 

26 CFR 1. 1101 through 1. 1103; tax treatment of distributions 
by qualified bank holding corporations pursuant to the Bank 
Holding Company Act of 1956 

26 CFR 1. 1311(b) — 1, 1. 1312, 1. 1312 — 6 through 1. 1312 — 8, 
1. 1313(c) — 1, 1. 1314(c), 1. 1341, 1. 1341 — 1, 1. 1347, 1. 1347 — 1, 
amended; mitigation of effect of limitations, computation of 
tax where taxpayer restores substantial amounts held under 
claim of right, claims against United States involving acqui- 
sition of property 

26 CFR 1. 1372, 1. 1372 — 3, amended; small business corpora- 
tions, shareholders' consents to election, community prop- 
erty state 

26 CFR 1. 1441 — 1 through 1. 1441 — 4, amended; withholding of 
tax on certain amounts received after December 31, 1961, 
by foreign students and exchange visitors 

26 CFR 1. 6046 through 1. 6046 — 3 amended, 301. 6679, 301. 6679 — 1 
added; information returns as to foreign corporations, penalty 
for failure to file 

26 CFR 1. 6109, 1. 6109 — 1; use of identifying numbers 
26 CFR 1. 6851 — 2, amended; certificate of compliance, non- 

diplomatic employees or employees of international organi- 
zations 

26 CFR 1. 9005 through 1. 9005 — 5, election, clay and quartzite 
used in production of refractory products 

26 CFR 16. 1, 16. 1 — 1, 16. 2, 16. 2 — 1; computation of limitation 
on investment tax credit of affiliated groups; election to 
treat lessee of new section 38 property as purchaser; tem- 
porary rules 

Renegotiation (See: Contracts) 
Rent paid: 

Maryland ground rent, treatment, Ik 1. 163 — 1 
Television films 

Rent received, real property, real estate investment trust, fj 1. 856 — 4 
Reorganizations: 

Carryovers, acquiring corporations, earnings and profits, 
$ 1. 381(c) (2) — 1 

Foreign corporation, information returns by United States 
persons, f 1. 6046 — 2 

Spin-oif, successive, two active businesses 
Stock exchanged for stock and boot 

Research expenses, intangible drilling and development costs, 
capitalization or expense 

Residence, office maintained therein 
Residents, aliens, Canadian Government pension 
Retirement income, credit: 

Limitation on earnings 
Self-employed retirement plans, $ 7 of P. L. 87 — 792 

Returns (See: ADMINIsTRATIvE: Returns; also: Consolidated re- 
turns) 

Rulings (See: ADMINIBTRATIvE: Rulings) 
Sales or exchanges: 

Allotted Indian lands, basis 
Goodwill, professional practice 
Installment obligations, life insurance companies, recognition 

of gain, $$ 1. 453 — 9, 1. 453 — 10 
Livestock, allotted Indian lands 
Motion picture and television films 
Patents to controlled foreign corporation, $ 16 of P. L. 87 — 834 

2 
2 

2 
2 
1 

3 
2 
2 

3 
8 

1 
2 

1 
1 
2 
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Psge 

12 
92 

111 
111 
111 
111 
111 
111 

111 
111 

95 

111 
111 

153, 155 
134- 

1371 177 
Scholarships: 

Appointment to Coast Guard Academy 
Department of Health, Education, and Welfare grants 
Fulbright and Smith-Mundt Acts, lecturer in foreign university 
Nonresident aliens, foreign students or exchange visitors, with- 

holding, $$ 1. 1441 — 1 through 1. 1441 — 3 
Research grants, faculty members 

Self employment (See: SEz, F-EMFz. ovMENT TAx) 
Servicemen (See: Armed Forces) 
Short sales: 

Stock borrowed to cover 
Substantially identical stock 

Small business corporations: 
Election: 

Community property, shareholders' conscnts, f 1. 137&3, 

12 
43 
9 

2 
2 
1 

1 
2 

160 
42 

133 
186 

1 
2 

2051111 
207 

$ 23 of P. L. 87 — 834 2, 3 
Estate, decedent's stock passing directly to legatee 

Net operating loss deduction, deceased shareholder, $ 30 of P. L. 
87-834 

Stock losses, license to operate suspended 
Stock: 

Constructive ownership: 
Real estate investment trust, $ 1. 318 — 1 
Stock held in trust 

Distributions (See: Distributions; Reorganizations) 
Dividends (See: Dividends) 
Options: 

Employee: 
Fair market value 
Restricted: 

Nontransferable 
Purchases on open market or by employee's legal 

representative 
Restricted, constructive ownership, stock held in trust 

Treasury, distribution to employees for services rendered 
Worthless (See: Losses: Stock) 

Surtax, claims against United States, acquisition of property, 
$ 1. 1347-1 

Tax (See: ADMINISTRATIVE: Tax) 
Tax conventions (See: TAx CoNvENTIoNs) 
Tax Court of the United States (See: ADMINIsTRATIvE: Tax 

Court of the United States) 
Taxable income: 

Mutual insurance companies other than life, $ 1. 822 — 5 
Real estate investment trust, t'I 1. 857 — 3 

111 
158 

92 
132 

1 
2 

65 

136 

2 
2 
2 

133 
132 
59 

2 196 

154 
92 

2 
1 

INCOME TAX — Continued O. B. 
Sales or exchanges — Continued 

Property exchanged for annuity contract 
Real estate investment trust stock, losses, $ 1. 857 — 4 1 
Section 1245 property: 

Depreciation, change in method, ( 13 of P. L. 87 — 834 3 
FCC and SEC ordered exchanges, $ 13 of P. L. 87 — 834 3 
Gain on disposition, $ 13 of P. L. 87 — 834 3 
Involuntary conversions, $ 13 of P. L. 87 — 834 3 
Like-kind exchanges, $ 13 of P. L. 87 — 834 3 
Partnership distribution to partner, $ 13 of P. L. 87 — 834 3 
Percentage depletion computation, effect of gains, f 13 of 

P. L. 87 — 834 3 
Recomputed basis, $ 13 of P. L. 87 — 834 3 

Spin-off, successive, two active businesses 2 
Stock in certain foreign corporations, treatment of gain, $ 15 of 

P. L. 87-834 3 
Stock of foreign investment company, fl 14 of P. L. 87 — 834 3 
Timber, long-term lease 1 
United States obligations 1, 2 
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INCOME TAX — Continued O. B. 
Taxes, deductions: 

Cigarette tax: 
California 1 
Missouri 1 

Cooperative housing: 
Apartment building erected on leased land 
Leased improved real property 
Tenant-stockholders, $ 28 of P. L. 87 — 834 

Personal residence of minister 
Real and personal property, Oklahoma 
Real estate: 

Alimony: 
Tenants by the entirety 1 
Tenants in common 1 

Mutual insurance companies other than life, $$ 1. 822 — 5, 
1. 822-6 

Real property, allocation, corporate dissolution 
Sales and use taxes, Wisconsin 
Sales tax, Georgia 
Special transfer tax, Baltimore County, Maryland 

Tax-free exchanges (See: Exchanges of property) 
Training, veterans, educational expenses 2 
Transfer to avoid tax, deductions, credits or allowances, $$ 1. 269 — 1 

through 1. 269-6 1 
Traveling expenses: 

Business and personal, allocation, fl 4 of P. L. 87 — 834 3 
Employees', charged to employer 1 
Government per diem allowances, outside United States 1, 2 
Grantee under Fulbright and Smith-Mundt Acts 1 

Treasury stock (See: Stock: Treasury) 
Trusts: 

Employees': 
Distributions, self-employed individuals: 

Accident and health plan, $ 7 of P. L. 87 — 792 
Owner-employees', $ 4 of P. L. 87 — 792 

Funds deposited in savings account 
Prohibited transactions, self-employed retirement plan, $ 6 

of P. L. 87 — 792 3 
Qualification: 

Contributions based on imputed compensation 
Integration with social security, disability benefits 
Mandatory lump-sum distributions 
Medical benefits to retired employees 
Past services with former employer 
Processings requests 
Retroactive, Local Union Numbered 435 of the Inter- 

national Hod Carriers' Building and Common 
Laborers' Union of America, $ 25 of P. L. 87 — 834 

Self-employed retirement plan, $ 2 of P. L. 87 — ?92 
Bond purchase plan, f 5 of P. L. 87 — 792 
Integration with social security, $ 2 of P. L. 87 — 792 

Selfwmployed retirement plan: 
Contributions, $ 2 of P. L. 87 — 792 3 
Distributions after death, fI 2 of P. L. 87 — 792 3 
Earned income, rl 2 of P. L. 87 — 792 3 
Owner-employee defined, $ 2 of P. L. 87 — 792 3 
Two or more businesses, $ 2 of P. L. 87 — 792 3 

Substantiation of deductions for contributions, Form 2950, 
( 1. 404(a) — 2 

Total distribution deferred 
Estates and trusts: 

Foreign trusts, $ 7 of P. L. 87 — 834 3 
Income currently distributable, withheld pending litiga- 

t 2 
Nonresident alien decedent, domiciliary administration in 

foreign country 2 
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INCOME TAX — Continued 
Trusts — Continued 

Income for benefit of grantor, savings bank trust, New York 
State 

Revocable, savings bank trust, New York State 
Unrelated income: 

Labor union, accounting and tax services 
Limitation period on assessment of tax 

Veterans, educational expenses 
War losses (See: Losses) 
Withholding: 

Exemptions, nonresident aliens, foreign students or exchange 
visitors, $ 1. 1441 — 4 

Income tax at source: 
B-Girls 
Manager of trailer park 
Pay, cadet of Coast Guard Academy 

Nonresidents, foreign students or exchange visitors, IIII 1. 1441 — 1 
through 1. 1411 — 4 

Rates, nonresident aliens, foreign students or exchange visitors, 
3III 1. 1441 through 1. 1441 — 4 

SELF-EMPLOYMENT TAX: 
Ministers, foreign missionaries, corporate headquarters in United 

States 
Professions, doctor of osteopathy 
Religious order members (See: Ministers) 
Trade or business (See also: EMpLQYMENT TAZEs: Employer-em- 

ployee) 
Physicians, osteopath 
Salesmen, automobile club memberships 

TAX CONVENTIONS: 
Switzerland, income tax: 

Compensation received, salaries, fees, etc. , industry study in 
United States for Swiss employer 

Nonresidents, industry study in United States for Swiss 
employer 

United Kingdom, income tax, foreign corporations, sales offices in 
United States 

TOBACCO TAX: 
Applications, multiple trade names 
Cigarette papers and tubes: 

Employer identification numbers, commodity tax returns, 
fief 285. 29, 285. 30, 285. 30a 

Obsolete Revenue Rulings and Procedures 
Review of Revenue Rulings and Procedures 

Cigarettes (See: Tobacco products) 
Cigars (See: Tobacco products) 
Employer identification numbers (See: Identifying numbers) 
Exportations, tobacco products, replacement shipments, Form 2149 
Forms: 

2098, additional trade name 
2149, preparation and distribution, replacement shipments 
SS-4, employer identification numbers, $Ib 270. 170, 270. 1?1, 

285. 30, 285. 30a 
Identifying numbers, commodity tax returns; 

Cigarette papers and tubes, Ca Cf 285. 29, 285. 30, 285. 30a 
Tobacco products, Calf 270. 169, 270. 170, 270. 171 

Labels, notice, large cigars 
Manufactured tobacco (See: Tobacco products) 
Marks: 

Additional trade name 
Tobacco products transferred in bond, factories of same own- 

ership 
Offers in compromise, procedures 

C. B. 
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TOBACCO TAX — Continued 
Packages: 

Large cigars, notice 
Tobacco products transferred in bond, factories of same own- 

ership, identifying marks 
Permits, multiple trade names 
Refunds, floor stock taxes, postponed 
Regulations: 

26 CFR 270. 162, 270. 167, 270. 169, 270. 170, 270. 171& 285. 25& 
285. 29, 285. 30, 285. 30a, amended; use of identifying num- 
bers 

26 CFR 60L315, Statement of Procedural Rules; correction 
of error 

Taxes, cigarettes, Tax Rate Extension Act of 1962 
Tobacco products: 

Cigarettes, Tax Rate Extension Act of 1962 
Employer identiflcation numbers, commodity tax returns, 

H 270. 169, 270. 170, 270. 171 
Large cigars, notice 
Obsolete Revenue Rulings and Procedures 
Review of Revenue Rulings and Procedures 
Transfers in bond, factories of same ownership, identifying 

marks 
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